THE INFLUENCE OF THE GOLD 
SUPPLY ON PRICES AND PROFITS 


MACMILLAN AND CO.. MMITBO 
LONDON . nOMIiAV . CALCUTTA 
MKlJlOaMKi: 

TllK MACMILLAN COMPANY 
NKW V(iKK , ROsrUN . CmCACO 
f).\l.f.AS . SAN KKAKCISC(> 


T1U% MACMIUUAN CO Ol* CANADA. LiO. 
TOJ(o^'ro 


THE INFLUENCE OF 
THE GOLD SUPPLY ON 
PRICES AND PROFITS 


Siu DAVID HARBOUR 

Finnnciat Monhfr *>/ ih< Cfiunul of tht Coutt not CtnttAi o/ iiitfin 

Stic tuber ft/ thf /ifffnn Curt«H(^CQmntitttt{tZ<)'i); Chninuan 
f>/ the CO"n>tirtft nn th,C Ch> Uhc) o/ tht Sitnitt StitU' 
»tu.tts; AutUos of'Tht XAi^y liimtlalltSHi^' 


MACMILLAN' AND CO., LIMITED 
ST. MARTIN'S STREET, LONDON 
19^3 


COPYRWIiT 


PREFACE 


Til K. increase in the yemiy production of Gold 
and the rise in Prices which hnvc occurred in 
rccc!U years have led to a renewal of the con- 
troversy as to the influence of iMonej' on Prices. 

One party to tins controversy liolds that, under 
modern conditions, the Quantity oF Money has u 
very slight and ncghgible infivicucc on Prices, 
which are mainly determined by Credit Tlicir 
opponents iiold that the Quantity of Money has 
a substantial ijiflucnee on Prices, and assert that, 
other things being equal, the general level of 
Prices is determined by the Quantity of 
Money : tliey admit that during any portion 
of lime which muy be chosen the other things " 
which arc assumed to be equal in the statement 
of the Quantity Theory may vary in such 
manner as to exercise a material influence oji 
Prices* 

I propose the present work to show in what 
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wny the Quantity of Money affects Priecs, atul 
to explain the limitations involved in the 
assumption that "other tilings are equal." In 
douig so I cannot avoid dealing with the rela- 
tion between Credit and Prices, and must, of 
course, refer to the Quaiitity Theory, but 1 do 
not discuss the latter Theory fully or at great 
length. In my opinion its soundness, subject to 
certain limitations, is beyond question and the 
controversy ought to be closed. 

1 also propose to call attention to the great 
economic influence exercised by a general Rise 
in Prices due to an incrciisc in tlie Quantity 
of Money, and by a general Fall in Prices due 
to the opposite cause. This influence is so pro- 
found and far-reacl^ing that it often leads to 
important social and political clianges. 

1 hnve always (headed the proposals of the 
Inflationists who hope to increase real wealth in- 
definitely by mere additions to the Currency, but 
I find myself driven by the logic of facLs into 
holding that the question of the influence of 
the Quantity of Money is 0)\c of the iivst im- 
portance in the present day, and will be ol' 
increasing importance as time rolls on. 

I have seen the fall in the Prices of agricultural 
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produce stimulate the Land Agitation in Ireland, 
and the Land Agitation put new life into tlie 
Home Rule Movement which has phingcd the 
country into a sea of difficulties. The fall in the 
Prices of agricultural produce was very largely 
due to foreign coinpclition, but if that competi- 
tion had coincided with a great increase in the 
supply of Gold instead of with a great increase 
in the demand for it, tJic chihn for the reduction 
of rents would have been weakened. 

I have seen many of the Irisli peasants pur- 
chase their holdings when the vents been 
reduced owing to the Tail in Prices, and do so 
with tlie assistance of the Public Credit, when 
that Credit was at its highest owing to the 
rcchiction in the rate of profit caused by the 
general full in Prices. 

Prices are now risii^g and loans cannot be 
obtained on as easy terms as formerly, even 
though the Credit of the British Government 
be pledged. 

Similar pinchascs, wlietlicr in Ireland or else- 
where, could not be made in the present day on 
the same terms, nor, possibly, with equally 
satisfactory results. 

1 have seen Protection Hourish in Foreign 
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Countries and Iwiir Trade make great progress 
in Kiigland while J^rices were falling, and I have 
seen Protection discredited in those Countries, 
and Tariff llcforni wither in England under the 
influence of rising Prices. The growth of the 
Public Revenue reduces the difBcnlty which 
Governments would otherwise experience in 
meeting the liheral scale of expenditure which 
prevails in the present day, and Ministers of 
Finunce build up reputations on results which 
arc due to the increased production of Gold. 

These are merely examples of tl^e pro{bu\id 
and subtle influence whicli the SUuidard of 
Value can exercise on human atVairs. 

A general Fall in Prices sets up stresses in the 
social fabric which search out the weak points in 
the structure. A general llise in Prices smooths 
away many difficidties, but may create others. 
The increase in the cost of living, as measured 
in Money, is an important element in the 
Labour Unrest at the present moment and 
Legislation is invoked to adjust Wages to 
Prices. 

I put forward no proposals for a remedy* I 
merely state the conclusions at which 1 have 
arrived, in the iiope that others n\ay be induced 
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to turn tlieir attention to the subject, and that 
unanimity on the theoretical aspects of llie 
question may be obtained before the diflicnlties 
arise whicii seem Ukely to occur in the futnre, 
though not, so far as I can sec, in the immediate 
future, 

I should feel relieved if it could be shown 
tliat my apprehensions were groimdless. 
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THE INFLUENCE OF THE GOLD 
SUPPLY ON PRICES AND PROFITS 

CHAPTER I 

rUKI.IMlNAUY URMAltKS 

BKroUK attempting to investigate tlic manner 
in wliicli Gold nets on Prices, under modern con- 
ditions, it is expedient to make a few remarks. 

In the first place I sliall assume, unless tlie 
contrary is stated or is apparent from the context, 
tliat the co\nitrics witli Avliieh 1 am dealing make 
use of llie Gold Stand nrd. 

Gold acts on Prices by being used as Money, 
and I simll define Money as including both Gold 
coins ol* full weight and also Monetary Gold, 
Ll)e latter term denoting uncoined Gold held 
in liunks as ii reserve uud which can he corned 
at any time if noocSsSary. 

In the term Money, as ordinarily used, a 
number of things are included which arc not of 
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the same nature, and if we are to avoid error 
and confusion it is essential to att^icli a definite 
meaning to the word beforehand and to adhere 
consistently to tliat meaning. I recognise that 
Token Coins and Paper CiuTcncy arc commonly 
known as Money^ and that what is called Money 
in tiie Money Market is sometliing of a totally 
different nature, but for the purposes * of my 
argument I do not include these under the term 
Money. 

Most of Uie errors which are committed in 
discussions regarding the Standard of Vahie are 
due to the fact that in ordinary life we measure 
the Values of all other things by reference to 
Money, and thus fall into the habit of treating 
Money jls if it had an inherent or intrinsic Value. 
This error is rundamcntnl and has obtained such 
a hold upon our minds that it is almost impos- 
sible for anybody to discard it so completely that 
he shall run no risk of falling into it at imguardcd 
moments. Value in Political Economy means 
Value in Exchange, and the Value of anything 
as compared with anything else is simply the 
ratio in wliich it will exchange for that other 
thing, and no article can possess inherent or in- 
tritisic Value. If the value of A clmnges in 
relation to the value of B changes at the same 
time in relation to A in the same degree but in 
the opposite direction. 

It is sometimes said Uiat the Value of Gold 
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has changed and ihiit, as a consequence, Prices 
have risen or fallen, as the ease may be, the 
assumption being that it was a prior change in 
the Value of Gold which caused tlie chaiige in 
Prices. 

Tin's mode of expression is misleading, as there 
is not a quality of VaUie inherent in Gold which 
by its alteration causes Prices to rise or fall It 

is the rise or fall in Prices which constitutes 
the alteration in the Value of Gold, and the 
Value of Gold in relation to any commodity has 
not changed unless, and until, the Price of that 
article has risen or fallen. 

It will be shown hereafter, however, that an 
alteration in the Prices of some articles, if due to 
an increase or decrease in tlie Quantity of Money, 
docs, \n\dcr the operation of economic forces, 
bring abo\it an alteration in the Prices of otl^er 
articles. For example, if A and B, under eco- 
nomic influences, exchange against each other in 
a certain ratio their respective prices will con- 
form to that ratio, and if tlic price of one of 
them rises owing to an increase in the Quantity 
of money such rise in price will necessarily be 
followed by a corresponding rise in the price of 
the other. Tn this sense it may be said that the 
Value of Gold havnig altered in respect to A its 
Value will also be altered in regard to B ; this 
result would not be due to an alteration in an 
intrinsic or inherent Value in Gold but would be 
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brouglit about by the existence of a ratio of 
excliange between A and B determined by eco- 
nomic considerations. 

Let us now consider what is meant by 

Price/' 

If a farmer sells a bullock for £20 he is entitled 
to receive from the purchaser twenty, golden 
sovereigns and, pnictioally, that means that he is 
entitled to receive the amount of Gold contained 
in twenty sovereigns. He may, however, take a 
clieque on a Hank for £20, and lie may pay the 
cheque into a liank with winch he has an account 
Subsequently, wheti he makes a purchase he may 
transfer the chiim to the £20 which is at his 
credit in tlie Bank, to the person from wliom lie 
made the purchase. In such a case he will not 
have handled, or even sccji, the Gold to which 
he had a claim, and which claim lie afterwards 
transferred to another person. But if l\c liad 
chosen to do so he might have demanded twenty 
sovereigns from the purchaser, or he mig))t have 
demanded twenty sovereigns from tlic Bank at 
which the cheque which he received was payable. 
And the person to whom he transferred his 
claim )night have taken the cheque wliicli he 
received to tlic IJank upon wiiicli it was drawn 
and demanded twenty sovereigns from that 
Rank. 

We thus see that, in buying and selling, Gold 
in the form of sovereigns (cominonly expressed 
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as Pounds Sterling) is used as a jMcasure of 
Value, and may be so used to elTect the on- 
change of commodities for conmnodities without 
any Gold passi)ig from hand to hand, but uhvays 
subject to the condition that tlie person who 
sells an article may insist on bcii\g paid in Gold 
by tlie purchaser, or, if he accepts u cliequc, may 
insist upon being paid in Gold by the Bank on 
which the clicquc is drawn. Gold is, therefore, 
something more than a mere abstract Standard 
o( V alue which is used to express the relations in 
wiiich commodities will exchange for each other. 
The qua\dity of Gold which is assumed to 
represent the Vahie of an article tliat is being 
sold may be demanded from the purchaser, is 
always liable to be demanded, and sometimes 
is demanded. 

When n man possesses Gold and wishes to 
exchange it for commodities, he makes the 
exchange in accordance witl\ the scale of market 
Prices. 

If he wishes to obtain Gold for use in the 
Arts, for lioardlng, or for any other purpose, 
the commodity he parts with in order to obtain 
Gold is valued at the jnarkct l^rice, and the 
quantity of Gold lie receives con-esponds witli 
that Price. 

Prices may be used as a convenient means of 
expressing the ratio in whicl^ coituuodities will 
exchange for commodities, and generally arc 
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so uscd,^ but the scale of Prices always 
represents tlie actual Value of commodities as 
compared with Gold, and the inau who wislics 
to exchange Gold for commodities or com- 
modities for Gold, must make the exchange in 
nccordauce with Market Prices. Tlic persons 
who extract Go)d f'vom the Mines exchange that 
Gold for conuuodities, in one way or other; the 
Gold th«Tt is used h) tlie Arts is obtained by 
exchanging commodities for Gold ; the Gold tliat 
is lioarded in India and clscwliere is obtained in 
exchange for commodities; the Gold that is 
passed from hand to liand in buying and selling, 
and the Gold tliat is moved from one Rank to 
another or from one Country to anotlier, is one 
of the articles which are included in the World's 
system of cxelianges. 

iMoney is, tlicrcfore, not an abstract, or 
nominal, Mc^isure of Value, but represents a 
definite quantity of a metal called (iold, which 
metal is continually being exchanged against 
other things. 

* It wah no doubt in idianco on tliia uro i»f pricoH Ihut Lord 
Oftstlomigii KAid m 1811 ** tlmtApound might bo dolinoil wi a botibo 
of vaIuo in lofoi'onco to ourronoy ne coiniwrod with coininodilios.'* 


CHAPTER II 


ALTKttATIONS IN UELATIVR PRICKS AND THE D!S- 
TanU)TION OF GOLD THROUOHOUT COUNTIUES 
USING A GOLD CIJRHENCY DETEIIMINKD BY 
ECONOMIC INFLUJSNCES. 

" Gold nrid Silver liaviiig been chosen for the 
general medium of circulation they arc by the 
competition of commei-ce distributed in such 
proportions amongst tlie diflTcrcnt countries of 
the world as to accommodate themselves to the 
Natural TvalTvc which would take place iC no 
sucli metals existed, and tlie trade between 
countries were purely a Inidc of barter." 

In this passage two principles of great 
importance are laid down by Uicardo. Trade 
is stated to be carried on ns if under a sysLcm of 
barter: in other words, the ratios in which 
commodities exchange for commodities are 
determined by economic considerations and are 
independent of the Stimdard of Vahie atid of the 
particular form of Currencj' wliich may happen 
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to be in use. The l^rice of each article rises 
or Mh under the operAlion of economic in- 
fluences ; Prices, tlierefore. bear such relations 
to each other as economic consulcvalions 
reqnire. 

I do not consider it necessary to spend Lime in 
proving the truth of this proposition. . It is 
ahnost self-evident and, so far as 1 know, it has 
never l)cen clmllcnged by any Kcononiisl. It 
<ioes not mean, of cour.se, tliat Prices arc ahvays 
m exact accordance with ec(M\omic mflucnces, 
for Prices arc determined by human beings wlio 
are Hablc to inakc mistakes. IJnt there are 
inHnenees at work whicli tend to correct such 
mistakes, and Prices always tend to be regulated 
by economic considerations^ 

In buyhig and selling, all transactions are 
expressed m Prices, and it folUnvs from what has 
jnst been said that Prices move in such manner 
as to ensure that the exchange of commodities 
for commodities sliall be carried on in accordance 
witli the play of economic forees. If liie supply 
of any commodity falls olF iLs Price rises. In 
otiier words, a smaller quantity of it will ex- 
change tor the same cjiumtity of any other 
article. Us Price has moved in obedience to 
an economic force and the rise in Price re- 
presents exactly the alteration of the ratio in 
whicl) it exchanges for other things. 

The scale of Prices which prevails at any 
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moment represents the ratio in which commodi- 
ties excliange for each other. ^ 

If Silver were used as the Standard of Value 
instead of Gold, Prices would bear the same 
relation to each other as Prices stated in Gold 
do. The quantity of metnl changing hands, or 
supposed to change hands, in each transaction 
would be greater ; tlie proportions hetween the 
quantities of metnl in each case would he the 
same. 

The second proposition which Ricavdo hiys 
down is to the effect that Gold and Silver having 
been chosen as the general medium of circulation 
they arc distributed by the competition of 
commerce amongst the different countries of the 
world in sucl) proportions as are rccjuired. 
Ilicardo speaks of Gold and Silver as the general 
mediiiTU of circulation. At the time at which 
he wrote, Gold and Silver were used as Currency 
under what has been called a liinietallie system, 
and, practically, the same ratio of Value was 
maintained between the two metals, so that for 
the purpose which Ricardo iiad in view they 
might be treated as one. This is the case no 
longer, and as all the chief nations of the world 
now use Gold alone as the Standard of Value it 
will be convenient to substitute (iold for Gold 

' Tho lOiMlor ahoultl })cav in nuiul llvil coininoilitics oxchaugo 
for oaoh othor by cjuanLity in tlie inv«-i>o ratio of ihoir Pi icoB. Tlio 
liiglior tho prico of an nrticlu (ho aiimllci in thr f)UAiiliLy of it wlilcli 
will u!ivlmngc for tUc eamo iiimntity of ulUor llungH. 
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and Silver in dealing with Ricardo's proposition, 
and this is the course wliich I shall adopt 

It will be obvious that no man engaged in 
business, and no Bank, will keep nnore Gold in 
liand than is held lo be necessary for businesis 
purposes. To do so would amount to neglecting 
an opporlrniity to nnake a profit. Gold may be 
considered to be Capital and a/lords the easiest 
means of obtaining other forms of Capital, and 
to keep Capital lying idle is waslefid. On tlie 
other hand no Hank and no business man could 
afford to keep less Gold in hand than ys required 
for business purposes. As a consequence, every- 
body engaged in business is careful to sec that 
his s\ipply of Gold is adjusted to his wimts and 
is ncitiicr greater nor less than lie requires. If 
every person so maiiagcs his afihirs tliat his 
supply of Gold is equal, and not niorc than 
equal, Lo Ins wants, the supply of Gold through- 
out the world must be so adjusted from time 
to time as to be just sufTicicnt for the wants 
of every place where Gold is required. The 
adjustment is made in accordance with the inter- 
pretation of these wants by men of busiticss who 
are possessed of great experience in sucli matters, 
and whose interest it is to coitic Lo a sound 
decision and to keep only Llic exact amount of 
Gold which they need. 

Under modern conditions the trader depends 
upon Ins Bank to keep a suflficicnt supply of Gold, 
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and every Banker who finds liis stoc^vpf Gold^ 
falling below what he considers safe, lakes s£epS 
Lo stop the (h'ain, and, if necessary, to add to his 
reserves. 

If the Banker liolds a larger amount of Gold 
tlinii he considers necessary he extends his busi- 
ness until the excess is ahsorbed. 

The exports of each country, and the claims 
it may Imve against other countries, are set off 
against its imports and the claims on other 
accounts which foreigii countries may have 
against it. And iT there is no unfavourable 
balance against any country the ilfilc of Exchange 
falls; this fall stimulates exports and checks 
imports, and if equilibrium is not thereby restored, 
the Uuteof Exchange must continue to fall until 
it becomes profit^ihle to export Gold : if necessary, 
this export of Gold intist continue until there is 
such a fall ^ in Prices in tiie country against which 
there was an unfavourable balance, and such a 
rise of Prices in foreign couixtries, that equili- 
brium is restored by still fin-ther increasing 
exports and dhninishing imiX)rts. What I have 
just explained is a necessary consequence of the 
law that the exchange of commodities for com- 

' 'rUo fall \\\ ^)iicoa or viw h\ piico^, on thocaao may ho, is duo to 
Iho fact UiAl J)nnkot^ ftdjii&t thoir btimnuijB to tho quAiiLiUy of Gold 
ivhicli thoy linItU Thoy will uoitlicr nllow Gold lo lio idlo uor run 
Iho vmU o( ciivv>'iu^ w\ tUciv l)utimoH9 with inauflkicnt cahU. I ncud 
hardly say that, if tlio Gold im]K}i*ic<l into a country is hourdoJ, it 
produces no oflfuct on pi Icos la that country. 
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modities is regulated by the piny of economic 
forces, because this result can only be secured by 
a proper adj\istmcnt of the respective scales of 
Prices in all countries tliat have commercial and 
financial relations with each other. 

If the one com\try has a Gold Standard and 
the other has a Silver Standard, or makes use of 
inconvertible paper, this flow of the material of 
the Standard from one (country to the other 
becomes impossible, and the adjustment of the 
balance of indebtedness between them must be 
effected by an alteration in tlic Kate of Ex- 
change, and cannot be brought about by an 
export of tlje current Money wiLli a consequent 
adjustment of the scales of l"^rice in the two 
countries. The fall in Exchange must, i?i such 
eases, be carried out to a)ty cxtoit that may be 
necessary, and involves a corresponding depre- 
ciation " of the Currency of the one country as 
compared with that of the other. 1 do not 
overlook the fact that a temporary adjustment of 
the balance of indebtedness may be e(reetcd by 
one country incurring debt to the other or trans- 
ferring scctnities to it, but such a temporary 
adjustment in no way supersedes the necessity 
tiiat the scales of prices in tl^e two countries 
must, sooner or later, bear the due economic re- 
lation to eacli, and that due relation nuist, sooner 
or later, be brought about by a general rise or 
fall in relative prices, if the two countries use 
the same SUuidard of Values. The incurring 
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of debt or the transfer of securities from the 
debtor to the creditor country can only produce 
a temporary equihbrium. Such methods of 
paying a balance really make the permanent 
position of the debtor courtlry worse than it 
was, since the incMirring of debt or the transfer of 
securities makes it necessary to increase exports 
in future years. 

It will thus be seen that when countries have 
the same Standard of Vahjc, alterations in Prices 
and fluctuations in the Rate of Exchange provide 
the means by which the exchange of commodi- 
ties for commodities is carried on in accordance 
with eco)iomic influences, and that there is a 
natural process by which Gold, when that metal 
is used OS Currency, is automatically distributed 
throughout all Gold Standuid countries in such 
proportions as may be required in cacli place. 

When the countries have different St^uidards 
of Value, the respective scales of Prices in the 
two countries cannot be so adjusted as to 
confonn to economic requirements, and ecjui- 
Hhrium is secured by an alteration in the relative 
Value of the two Monebuy Standards. 

If the two countries have Gold as the Standard 
of Value, but one of them, us iu India in the 
present day* does not u.se Gold as Currency, the 
adjustment of the scales of Price is not auto- 
matic, and artificial means, which I need not 
explain in this place, must be adopted to secure 
that result. 


CHAPTEll III 

THE QUANTITY TIIKORV OK MONEY 

It will be admitted that an increase in the 
Quantity of Money must cause some rise in 
Prices, unless the increase is counteracted by 
some otlicr cause, and as the exchange of 
commodities for comniodities is rcguln(:cd by 
economic considerations, and carried out in prac- 
tice by alterations in Prices, the rise in Prices 
due to an increased Quantity of Money must, 
wiieti the rise is completed, be in the same 
proportion in the case of each conunodily ; if 
tin's were not tl)e case tlic ratios in whicli com- 
modities exchanged for each other would be 
altered in such a way that exchange of eonm^o- 
ditics for commodities would no longer take 
place in accordance with economic itifluenees. 
Nor does it seem to me to be possible to suppose 
that any otl>cr law regulates the rise of Prices 
when tlie Quantity of Money is increased than 
that whicli asserts that the rise in Prices is 
proportional to tlie increase in the Quantity of 
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Money, if other things are equal The influence 
of an increase in the Quiuitity of Money, other 
things being equal, must be regulated by some 
law and cannot be haphazard, and it seems to be 
impossible to substitute any other law for that of 
the Quantity Theory. 

In the present work I have set myself the task 
of explaining the method in which Gold affects 
Prices, and I do not propose to set forth all the 
arguments which can be employed in support of 
the Quantity Theory. They will be fomid else- 
where and 1 need not repeat them, though I 
shall find it necessary to call attention to the 
very important limitations of that Theory which 
are due to the condition that otiier things must 
be assumed to be equal. 

Some persons iiave supposed that an increase 
in the Quantity of Money caused a direct and 
general increase in real wealth, but this is not the 
case* By increiising the Quantity of Money you 
can raise Prices, and the Value of tlic wealth of 
a country mcimircdin Gold\v\\\ show an increase, 
but the real wealth will be just the same as 
before, except in so far as Gold may be required 
for purposes other than that of Currency, and 
Gold will have fallen in Value in exact propor- 
tion to the rise in Prices. 

A large increase in the production of Gold 
may cause a special disturbance of Prices in the 
country where it is produced, and a furtlier disturb- 
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aiice in the countries wliere it begins to be used as 
Money, but, as we imve already seen, forces arc 
at work which distribute the Gold in due pro- 
portion over all countries which make use of a 
Gold Standard and Currency. Wlicn the adjust- 
ment of Prices has been completed business will 
go on as before. VVImt happens in such a case 
is analogous to what occurs when a large quantity 
of water is suddenly poiu'cd into a lake. Tlierc 
is a great disturbance and a higlicr water level at 
the poi?it of entry, but natural forces quickly 
distribute the water all over the lake and raise its 
general level. 

When it is said that a rise in Prices due to an 
increase in the Quantity of Money does not 
increase the real wealth of the world, the state- 
ment must be undci'.stood to be limited by the 
conditioji that tiie corresponding adjustments of 
Prices and Uxed money paymenLs have been 
fully carried out throughout the commercia!, 
industrial, and financial world Until that is the 
case an increase or decrease in Prices due to an 
increase or decrease in tlie Quantity of Money 
may, iudirectiy, have important economic ellccts 
as I shall endeavour to .sliow licreaftcr. 

As r have already said, I do not propose to 
repeat the arguments in support of the Quantity 
Theory of Money; they are available to the 
student in other works and T could add nothing 
to what has already been said on the subject. 
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The argument, and in my opinion the sole 
argument wliicli is cvcu plausible, that lias been 
cniploycd \n attacking the Quantity Theory is 
based on the great dcveloj)nicnt of Credit in 
modern times. Prices, it is said, are determined 
mainly by Credit, and the increase or decrease in 
the Quantity of Money has little or no cHcct on 
them. • 

An Economist, of some emitienee, lias even 
gone so far as to iissert that Motiey /.9 Credit, 
that Credit has lUc same influence on Prices as 
Money, quantity for quantity, and that as ti\e 
quantity of Credit in the United Kingdom is 
.€6,000,000,000'— and the quantity of Gold only 
£ 100,000,000, any considerable nlteration iti the 
Quantity of Money could only affect Prices in a 
very slight degree, so that even if the Quantity 
of Money weic doubled the increase in prices 
would only be in the proportion of 0,100,000,000 
to 0,200,000,000 or as 01 to 02, being PC per 
cent. 

The assertion that Money is Credit is a contra- 
diction in terms, and needs no special notice. 
Such a proposition can only l)c supported by 
perverting the natural meaning of language. 

' In atiotliei- pliico Miu Ratno Ecnnoniiet \MtA iho mnoutib of 
Oicatl nt £10,000,000,000— instead of £0,O00,O00,000-anJ llio 
Amount of Gold at £120,000,000 inatoml of 1*100,000,000. Tho dis- 

oropftnoy in Inrgo but tlio proclflo Ogiu ch aio of no iinportanoo in 
doaliiig with Dio gonorul juguinonl. The lunount of Credit an 
cftliTimtoil for tho piii poao of llio argiunuiit in, in any Cdso, onor- 
moualy in oxcuhh of Uio amount of Gold. 
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The question) oi' Oie veUilive influence of 
Money and Credit on l^noes I sIklU deal with at 
some lcngtl\, as there arc writers on Currency 
Questions other tlian the Keonomist to wlioni I 
have just referred, wlio hold that Money lias 
very litUe inHuencc on Prices i?) the present day, 
though I bcliev^e, that none of them su])|)orts 
the tlicory whieh that Eeonomist propouiuicd on 
this suhjeet. 

Clear views regarding the relations l)ctwcen 
Credit mid Money are essentia! in dealing 
witli the liitntations to the working of tlie 
Quantity Theory in practical life. 


CHAPTKH IV 


'rUE MOOKUN SYSTKM OV CUKDIT 

'J'liE word Credit has inimy shades of mcauiug 
and it is necessary to make clear in what sense 
it is used when we speak of Credit as contrasted 
with Money. On turning to the Dictionary 1 
find tliat Credit is explained to mean Hclief, 
Credence, Trust, Faith ; if we examine the use 
of the word in the daily business of tlie world we 
find that it is correctly employed, the essential 
fact being that, under a system of Credit, men 
part with valuable property without ut the same 
time receiving something of equivalent Value, 
are content to accept a ]>r(>misc that an 
equivalent will be forthcoming at a future date. 
They t7'u.U Llic persons with whom they are 
dealing in tlie bctief tliat they will fulfil their 
promises at the appointed time. 

The giving of Credit in tl^is way is not a 
modern invention, and prevails even in the most 
backward countries ; in such places the local 
shopkeeper is in the habit of supplying his ens- 
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toniers with what Ihey require, debiting thetn 
with the HinounL of the I'ricc <uul, subsequently, 
cre(h*ting them with the Vahie of tlie products 
wliich tlicy sell to him. 

l^'.ven tlie elaborate system of Credit whicii we 
find in London is not a purely modern invention 
as the following extract from Lord Clarendon s 
History of the Rebellion against Charles 1 will 
sliow : — 

Tlie Prince of Orange said that lie believed 
that they who knew Loudon so well would 
wonder very much that he should have been en- 
deavouring above ten days to borrow twenty 
tiiousand pounds and that the richest men in 
Amsterdam had promised to supply him witl) it 
and tlmt one half of it was not yet provided. . . . 
He could have double the sum in less time if he 
would receive it in paper which was the course 
of that couuLry ; and wiicu, l)argains being made 
for one lumdied thousand pounds to be paid 
within ten days, it was never known that twenty 
thousand pounds were brought together at one 
time, but by f)ills . . . and he did really believe 
that Amsterdam could pay n million upon any 
good occasion, yet they would be troubled to 
bring twenty thousand pounds together in any 
one room/' 

For the purpose I have in view it is essential 
that the real nature ol* Credit should be clearly 
understood, and I shall now proceed to show 
how tlic modern system of Credit could liavc 
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grown up. VVliat I shall say does not pretend 
lo be a description of the \vay in which the 
system did aetiuilly groM' up, and I deal witli the 
matter as 1 propose to do simply hccause this 
course enables nie to bring before the mind of the 
render tlie essential features of our system of 
Credit. 

If two persons have numerous transaelions 
with each other in the way of buying and selh'ng 
they will soon fhid that it will save trouble if, 
iiistead of oue or the other paying over ciish on 
the completion of each transaction, tl\ey decide 
to keep accoinits of Uieh* transactions and at 
fixed intervals to pay or receive only the balance 
shown by U\c aecovn\Ls. By so doing they (1) 
save themselves trouble and (2) effect an ccononiy 
of Money and tliereby secure a saving, For 
carrying on business iit this way it is necessary 
tiiat they should have confidence in each other 
so that their system of dealing becomes, to some 
extent, one of Credit. 

If there were half-a-()o7cn men dealing with 
each other on this principle they would soon 
discover, if they all had conlidencc in one 
another, that instead of each man paying a 
l)alancc to, or reiiciving h bahuiee from, eacli 
of the other Hve, it woxdd be convenient for 
them lo nteel peviodicaUy and settle their 
accounts jointly, each man paying or receiving 
as the ciise might bc» In this way^ each man 
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would Imve only one meetuig to Jittend and only 
one payment to make or receive, and a 
further ccoiiomy of time and Money would be 
cfFceted. 

If a seventh person wislied to join, it inig!\t 
happen that (ivc of the original group had no 
knowledge of Ins financial position or ebaracter 
and were unwilling to trust him. Tlie sixth 
person miglit possess sucli knowledge and he 
willing to trust tlie newcomer, and even to give 
a guarantee on his account up to a certain 
amount provided that all transactions between 
the newcomer and the other five were promptly 
jnado known to him so that lie slionld be kept 
informed ol' changes in the financial ])osition of 
the person whom he had guaranteed. Similar 
guarantees might subsequently be given in 
favour of other persons who wished to join, 
and the Guarantor could fairly make a charge on 
account of tlic guarantees which he gave. 

Under such conditions there would not njcrcly 
be a saving of time and trouble, and an economy 
in the use of Money, but, in addition, the 
persons who were guaranteed would be enabled 
to purchase commodities although they had no 
Money in their possessio?!, and in this way could 
obtain the use of capital without having to pay 
Money for it, or to transfer any article of vahic 
in exchange for it beforehand, 

A further advance would be made if all the 
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persons concerned had such confidence in the 
original Guarantor as to leave their balances in 
his iiands, and so save themselves the trouble of 
paying out or receiving casli, on eonditioti that 
tlic Guanintor would undertake to repay on 
demand to cacli person any balance that might 
haj)pct) to be standing to hi,s credit. Wlien tliis 
stage had been reached the Guaraiaor would, for 
practical purposes, have attained to the position 
of a modern «ank, and the eflcct of this ex- 
tension of the system of Credit would have 
been : — 

1. To efTccL a saving of time and trouble in 
connection with the buying or selling of com- 
modities, as well as in other transactions in- 
volving the paying or receiving of Money. 

2. To cfTcet a great economy of Gold. 

t). To enable persons, who were trusted, to 
obtain commodities, or the use of capital, with- 
out rcq\iiring them to part at once witli Money 
or other valuable propei ty. 

Tlie latter consideration is of great importance. 

Under a system of Hanking the public keep 
their balances at a Bank. The control of the 
capital whi(i!) is represented by these balances is 
thereby concentrated and placed in the imnds of 
one authority iitstead of being scattered among a 
number of persons who would lind it dilficult to 
combine for any common purpose. The Hanker 
in virtue of the Gold wliich he owns, and the 
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balances deposited with liiui, is able to make 
advances to his customers and the advance of 
£10,000 to a cnstomer is piactically a guarantee 
!)y the Bank that the customer sluill be able to 
pay all claims agaittst him up to a limit of 
£10,000. The liank s customers will ordinarily, 
and to a greater or less extent, leave their 
balances iti the custody ol* the Bank. Conse- 
quently the Ranker, in making loans and 
advances, is not Hinilcd to Lhc amount of ca])ital 
witli which he commenced business plus the 
amou)jt of his deposits. He is able to make 
loans and advances to any extent, subject only 
to the condition that he shall be able to meet 
all claims against him, and, specially, that he 
shall be able to give Gold to any customer who 
asks for it. As has been well said, Hanking docs 
not create Capital out oi' Jiothing, but the control 
of Capital is concentrated at the Bank, and the 
Banker by means of loans and advances^ in one 
form or other, enables the ])ersons in whom he 
has confidence to obtain the temporary ii.se ol' 
Capital. The Banker is under the strongest 
inducement to sec that Ca|)ilal passes into the 
hands oftho.se persons who are able to use it to 
the best advantage. The person who can u.se 
Capital to the greatest advantage will be anxious 
to obtjun it and will be in a position to pay 
for the facilities afForded him, and if the 
Banker makes an advance to a person who 
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cannot use CapiUl profitably lie nms the risk of 
loss, * 

Owing to the existence in cliRcrent parts of 
the world of Ranks which have a good knowledge 
ol' the character and standing of their respective 
customers, and arc well informed as to the 
financial position of each other, the whole 
civilized world is linked together by a gigantic 
system of Credit, and apart from the very 
important economic cHect thereby produced, by 
concctaraling control over Capital and ensuring 
that the power of obtaining Capital shall be 
conferred on those wiio are able to use it to the 
best advantage, an enormous economy in the 
use of Gold is cfrcctcd. The Banks, in addition 
to ll)cir other lu))clions, serve its Clearing Houses 
for their customers, where claims are set oft' 
against eacli other and Money need not pass 
from hand to hand in eacl\ transaction. 

In Gold Standard countries the Price of an 
article represents tlie exact amount of Gold for 
which it will exchange, and it is difficult to see 
how the system of Credit which exists could 
cause Prices to be liighcr lluni Lliey otherwise 
would, ex('cpt in so far as that system cflccts an 
economy of Gold, and in tliis way rcndcls a 
larger quantity of it available for general pur- 
poses. The use of Credit does not directly affect 
the (piantitics of eoinmodities that are for sale, 
and if these coixiniodities are found to be tlie 


20 


THE GOLD SUPPLY 


cii. 


equivalent of a larger amount of Gold it is 
reasonable to hold that tlie available supply of 
Gold must have increased- 

The saving of lime and trouble in making 
payments and the facilitating of tlic profitable 
employment of capital, which are the other chief 
results of our modern systcn^v of Ranking, render 
it possible for eommodities to be produced, and 
dealt with, at less cost, and eould not possibly 
tend to raise their Prices, since Prices represent 
the ratios in wliieli tliey exchange for (iold. On 
the other liand, economy \n the use of Gold 
woidd naturally cause all Prices to rise by 
lowering the Value of Gold in relation to other 
articles. 

But this simple explanation of tlic manner in 
which, and the extent to whicli. Banking, or tlic 
system of Credit which now prevails, affects 
Prices is not universally accepted. 

The persons who reject tlie Quatitity 'J'hcory 
of Money attach an influence to the efTcct of 
Credit on Ibices which miglit fairly be described 
as magical Tlicy say that Credit has tlie same 
influence on Prices as iMoney, quantity for quan- 
tity, and as the quantity of Credit is much greater 
than the quantity of Money, and fluctuates much 
more in amount, thcy» or some of them, hold 
that the inHucnce of Money is practically ncgli- 
giblc. 

There is a sense in whieli it Is true tlmt Credit 
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has the same eflect on Prices as Money, quantity 
for quantity, n))cl there is a .sc?7se ui which the 
sluteuicnt is wliolly incorrect. If 1 go into a 
Jiorsc-fair in Ireland witli iilO,0()0 to my credit iii 
the local Hatik and use it in purchasitig horses I 
produce exactly the .same effect on tl)e Price of 
horses jn that fair as if I had 10,000 sovereigns 
in my possession and purchased tlie horses by 
transferring the sovereigns to l\\c sellers. In 
sucli case a Credit for £10,000 will have liad the 
same elicct on the local Price of horses as an 
equal amount of Money would have had. But 
to assert that the granting of a million pounds 
sterling of Credit to one or more persons and the 
use of that Credit in purchasuig certaiii articles 
has tlic same elTect 07i the general level of Prices 
as the addition of £1,000,000 in Gold to the 
Money of the world is a totally different propo- 
sition. 

If gold of the value of £1,000,000 is obtained 
from the mines it quickly finds its way into a 
Bank. 

No Hanker will allow £1,000,000 sterling to he 
idle, and he will issue Credit against it in order to 
make a profit. 

'llie amount of Credit which may be issued 
against a reserve of £1,000,000 in Gold varies 
in the case of dilFcrent Hanks, but is greatly 
in excess of £1,000,000, and consequently 
£1,000,000 in gold has a greater effect on Prices 
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than £1,000,000 of C?'e<]i(. hocause it gives rise 
to nn issue of several millions of Credit. 

It must also be iccollcctcd that tlie granting 
of a credit of £1,000,000 to any particular person 
prol>ably, and ordijiarily, i)ivoIves a I'cstriction i)i 
the amount of Credit granted to other persons, 
if there has not been simultaneously an incrcitsc 
in the Rank s reserve, so that Uie <>Tant of a Credit 
of £1,000,000 by no n^cans indieales an inercasc 
of the total of Credit by that amount ; it is more 
likely to indicate that tiiough there is a greater 
demand for the articles that are to be dealt with 
by means of that Credit there is a corresponding 
reduction in tlic demand for ccrbiin other articles, 
so that the rise and fall in Prices balance cacl\ 
other with more or less accuracy, and leave the 
general level of 1^'iees unaneetcd. 

All Prices nuist bear the due economic relation 
to each other, and no possible increase in the 
amount of Credit given •)y the Banks can raise 
the average level of prices beyond the limit 
imposed on certain classes of Prices by the 
necessity of using Gold in connection with them 
eitlier as coin to be passed from hand to hand 
or as Banking reserve. If some Prices arc regu- 
lated by the amount of Money, all Prices in 
coutitries that use the Gold Standard nnist, 
under economic inHnenccs, conform thereto. 
This point I shall deal M'ith at greater length 
licreai'tcr. 
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The present system of Credit no doubt pro- 
vides greater opportunities ibr ;i speculative rise 
in certain Priees Umn would exist if Money only 
were used in buying and selling. If Aroney only 
were used tlie person who wished to speculate 
would find it more difficult to obtain the means 
of doing so. He would have to borrow Money 
in tlic form of coin fi^om a number of persons in- 
stead of obtaiiiing Credit iVom a single Bank. 
Hut a temporary rise in the Prices of certain 
articles due to speculation is a totally different 
thing from a general rise in tlic average level of 
all Prices. 

The theory of the c(iuality of the influence of 
Gold and Credit on Priees, quantity for quantit)', 
is carried to the extreme when it is said that tlicre 
is £0,000,000,000 of Credit in the United Khig- 
dom and only £100,000,000 of Gold, and that, 
consequently, tlic cAect of doul)iing the quantity 
of Gold, would only bo to rnisc Prices in the pro- 
portion of £0,100,000,000 to £0,200,000,000, as 
01 to 62 or by I'O per cent. Tliis reasoning 
assumes that Credit and Gold are used in exactly 
the same way in modern business and are in 
practice intcrchangea!>le, and that the result of 
increasing the Quaiitily of Money leaves the 
amount of Credit, measured in pounds sterling, 
unaltered. Nothing could well be further from 
the truth. 

It is impossible to believe that the Banks 
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would, unless there was some great change in tlie 
conditions, hold reserves of twice tlie magnitude 
they now do and at the same time not increase 
the amount of their loans and advances, or, in 
otiier words, add to the amount of Credit, and 
unless the amount of Credit issued hy the Banks 
is independent of the magnitude of tlie reserves, 
the argument ahove referred to falls to pieces. 

It may also be pointed out Lliat a reduction of 
Credit by £100,000,000 spread over tlic United 
Kingdom would not liave u very great efFcct on 
the average level of Prices, hut a reduction of 
nuieh less than £100,000,000 of Gold would in- 
volve the whole commercial system in ruin lor 
the time being. Tins shows that Gold and Credit 
cannot be treated as portions of the circuhiting 
medium which are interchangeable u\ all respects. 

It has even l)ecn said that an increase in the 
quantity of goods that can be pledged as 
security to a Bank increases the amount of Credit 
proportionately, and that tliis inerCiisc of Credit 
causes a general rise of Prices. 

A remarkable result if it could lie accepted I 
for it amounts to holding that a great increase in 
the quantities of goods causes a smaller and not 
a larger quantity of goods to be the equivalent of 
llic same quantity of Gold. 

The man who possesses goods which he is 
prepared to pledge as security can, no doubt, 
get an advance or loan from a Bank, but 
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Banks cannot make loans to any amount 
without regard to tlicir reserves of Gold, and 
it would seem more reii<ionabIe to hold tliat a 
great increase in tlic quantity of goods would 
lead to each man getting u less amount of Credit 
meiisurcd in pounds sterling in proportion to 
the quantity of goods pledged and dealt with in 
the market, and to u consetiueiit fall in Prices, 
not to a rise. In other words, a great increase 
in Comjnodities, while the Quantity of Gold 
remained the same, might naturally be expected 
to lead to less Gold, and not more Gold, being 
exchangeable for the same quai^ity of Com- 
modities. 

Thirty years ago the world's annual produc- 
tion of Gold was about £20,000,000. In recent 
years about the same an)oimt has been hoarded 
yearly in India on the average, while an equal 
amount has been used up in the arts. It would 
be interesting if some of the persons who hold 
tliat an increased production of Gold has 
practically no e/Tcct on Prices would explain how 
long Prices \vould continue to rise as they have 
been doing in recent years, while .4i4O,O0O,OOO 
yearly was being withdrawn from the Money 
of the world and only £20,000,000 added to it, 
and would satisfy our not unreasonable appre- 
hci\sion as to the ultimate results of such a 
state of things. 


CIIAPTEH V 


INDIUKCT INTLUKNCL OK 0O\.\) ON IMilCKS 

I siiAiJ, now give an illuslraUon which will 
bring hclbrc the mind of the reader the nieUiod 
by wliich an increase in the quantitj' of Money 
affects a/l Prices under our system of Credit. 
Let it be ussumcd that tlicre arc six coujilries 
whicii luivc commercial intercourse with each 
other and efrcotively maintain the Gold Standar<l, 
of whieli five use Credit to tlie greatest possible 
extent, while the sixth uses GoUI only and not 
Credit in any form. Wc know Uiat Lhc relations 
whicli Prices bear Lo each other in all countries 
that have commercial intercourse and use the 
same SUuidard of Value iivo dctermhicd l)y 
economic cousidcvations, and arc independent 
of the particular Standard of Value which tnay 
be in use. 

U necessarily follows that the scales of Prices 
in the five countries tiiat use Credit must ))ear 
the due economic relation to the scale of Prices 
in the country that uses Gold only, and cannot 
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be raised above the limit thereby determined by 
any extension of Credit or of the system of 
Credit so long as the Gold Standard is main- 
tained. If wc assume that the general scale of 
Prices in any one of these Hve countries is raised 
by means of Credit to such an extent that it no 
longer beans the due economic relation to the scales 
of I'riee in llie coimtries whicii use Gold only, 
imports into that coimtry will increase and 
exports will fall ofT, the Exchange will fall, and 
ultimately Gold will be exported from it, if 
any is in circulation or in tiic Reserves of 
the Ranks^ and this export will continue until 
the S(jales of Prices in the dilTerent countries 
assume the due economic relation to each 
other; if there is no Gold to export, or if the 
available Gold becomes exhausted, the country 
which employs Credit will find its Currency 
depreeiute with reference to Gold, and such 
depreciation would simply mean that its 
Standard of Value had ccitsed to be Gold. 

Frotu what has just been said the coiichision 
follows tl\at if in ai^y co\n^try or countries which 
maintain the Gold Standard the quantity of Gold 
in the form of Money inH\icnces certain prices, 
that infliioiee is, under economic laws, automati- 
cally extended to all Prices in that covn\try and in 
other Gold Standard countries, whether those 
countries make use of Credit or token coins of 
full legal tender. The relations which Prices 
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hear to ciicli oilier in all countries having Llie 
same Standard of \'ahie l)eing fixed l)y economic 
Torces, it nec<!ssarily rollows that if prices are 
anywhere regulated by Gold Ihcy Jiuist be 
regulated by Gold in every phice wlicrc l\\e 
Stun(hud of Value is Gold. 

India uses the rupee, wliich is a token coin of 
lidl legal tender, and also makes use of Credit in 
many transactions, and practically does not use 
Gold. An increase in the production of Gohh 
and any consequent increase in the Quantity ol' 
Gokl Money, cannot directly aflect Indian Prices, 
but such increase can aflcct Prices in coimtrics 
which use Gold, and ('redit liased on Gold, and 
under the operation of economic laws any consc- 
(|uenL Increase in Prices is automatically extended 
to India, so long as India continues to maititain 
the Gold Standard. The rise in Prices outside 
India, due to the increase in tlic Quantity oI' 
Money, destroys the cciuilihrium * in the ex- 
change of commodities for connnoditics, and 
creates a balance of trade in India's favour which 
causes the exchange Value of the rupee to rise 
above the fixed rate of U*. 4(L, and brings about, 
under the system now in force, an addition of 
rupees to the Indian Currency, which, in its turn, 
causes Indian Prices to rise. 

' This C(|iu1i1)t-ium nmy niao bu (tonf royi^tl Ijy ccunoniid oliriii(;cH 
nfU'cUng Uio Inluj imiioitHl Tmdo botwucn Uio two counlrioM, h\il at 
|irosont t mn mily dealinj;^ wiUi Uio oHocU of nit incroriHu in Uio 
(jimiitity of Munoy. 
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It cannot be doubted that the Quantity of 
Money docs in many countries exercise nn 
infhience on at least certain chisses of Prices. 
On any other liypotliesis it is impossible Lo 
account for Llie fuel that even tlie countries that 
use Credit to the greatest extent ihid it Jiccessary 
to maintain reserves of Gold, and tliat the movc- 
inenLs of Gold into and out of tlie reserves are 
most carefully watched by those who are res])on- 
siblc for the working oC the Hanks, and pr()inj)t 
steps Uiken to cheek any uiuisual and excessive 
drait» upon tlieui. 

On the other hand^ n Banker will not allow 
his reserves of Gold to remain permanently 
higher than he considers necessary for the 
purposes of his business. To do so would 
amount to neglecting to take a profit in his 
business which could safely be secured, and that 
is a course which the Banker does not adopt 
When liis rcserves arc in excess of l)is require- 
ments the Banker lowers tlie rate of discbunt, 
issues Credit to a greater extent, a?id sees l)is 
reserves gradually reduced to the amount below 
%vhioh he considers it unsafe to allow them to 
i'all. Leaving out of account temporary oscilla- 
tion u]>wards or downwards, the Prices of the 
articles which arc aflected by the supply of 
Mo)icy are j\ist as higl\ as that supply can 
maintain under the conditions prevailing at 
the time, and all other Pviccs must c<n\form 
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thereto so as to preserve the due economic 
relation. 

We may look at the matter from nnotlier 
point of view. What becomes of an additional 
supply of Gold ? It certainly does not get 
absorbed by persons engaged in Knancial business 
restricting the use of Credit, and substituting 
Gold for Credit, since the habit of using Credit 
instead of coin depends upon considerations of 
economy, convenience, safety, and custom, and 
the force of these considerations is not weakened 
by an increase in the supply of Gold. No 
Banker will issue less Credit because his reserve 
of Gold is greater. It cannot be absorbed in 

establishing new business," as has been some- 
times said, for it docs not increase tlie amount of 
real Capital nor add to the mnnbcr of workers, 
and if the man who extracts iil, 000,000 from 
a mitie employs it in some new business, he will 
require for that new business, when it is started* 
only a very small proportion of the Gold which 
he had in the first instance. There is practically 
no way in which an additional supply of Gold 
which is made available as Money can be 
utilised and absorbed except in raising Prices,^ 
and if Prices arc raised in one place by any 

* Ah 60011 M Pricofi bogin to l i^o, Gold would boclionpor, and tliiH 
might lorul to A Uigoi- Cjiiaritit-y of Gold Ijoiiig hoiu-dod Aiid luicd in 
tho ArtH, hut lliia inlliionco would only come into olVcot ^lion Ould 
liad bocomo cliciipov, or, in otlior worda, whon Vncus linil nRon U; 
ati npprcoiablo oxtonU 
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increase in the supply of Money, that increase is 
automatically extended to all countries having 
the same Standard of Vahic, and the Prices of 
nil commodities must have been raised in the 
same proportion when the adjiLstment is com- 
pleted. 

While the increase \\\ tl\c supply of Gold 
is in tin's way afTceting all Prices, the Price 
of each particular commodity is being altered 
relatively to Uic Prices of otlier commodities by 
economic infiuenccs, so tiiat wc never find that 
all Prices have either risen or fallen to the same 
extent An increase in the supply of Gold 
exerts an influence in the direction of raising all 
Prices, but in the case of certain articles economic 
causes may have, during any particular period of 
time, a much greater influence in the direction 
of causing a fall in Prices, and tl\e net result as 
regards such articles would be a fall in Price 
and not a rise, though the average scale of Prices 
would have risen. 

There is, however, an indirect and non-per- 
manent effect of tiic rise in l^riccs due to an 
increased supply of Gold whicli is important and 
requires separate notice. 

The rise in Prices due to an increased supply 
of Gold docs not instantaneously aflfect al! 
countries or even all Prices in that country in 
which the inereiused supply of Gold (irst affoets 
Prices. 
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It will l>c obvious that i\s the rise of PvUtes 
caused by ihc increased supply of Gold is tnninly 
due ill the first instiince to the issue of n hirgcr 
ninountof Credit by the Iknks, the Prices lhi\l 
will feci the effect first arc the Wholesale Prices 
of those importnnt articles of luiman consumption 
that make the chief demands on tlie Banks, such 
as wheat, niai/e, cotton, wool, iron, and so forth. 
This rise in Wholesale Prices, caused by an in- 
crease in the supply of Gold, tends, under the 
operation of econotnic forces, to be diflTuscd over 
all other Prices, and affects them more or less 
quickly according to the circumstiinccs of each 
case. The rise in Wholesale Prices, while wages 
and other items of cost lag beliind, causes au 
increase in the profits of producers, encourages 
enterprise, stimulates the demand for labour, and 
brings about Inglicr rates for the use of Cai)ilal, 
Tlie increased demand for labour reduces un- 
employment, and gradually causes AA''agcs also 
to rise until they bear the due economic relation 
to Prices. 

The persons who suffer are those who are en- 
titled to receive money payments fixed by law, 
custom, or contract, the amounts of which either 
do not vary at all or vary very slowly in accord- 
ance with changing economic conditions. 

IL is hardly necessary to point out that a fall in 
Prices due to a monct^iry cause has the opposite 
eflcct. It lowers profits, and the fall in profits 
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l>r\ugs down lUc nitc of interest \\w\ dibcoiuil, 
checks enterprise, leads to uncniployiticnt, and 
may evcti cause a lowering oT Wages in time, 
while it benefits all persons who are entitled to 
payments fixed for ever or for a long period. 

It is a difTicult cpicstion to decide, even in 
theory, what woidd be the best Standard of Value, 
but we shall probably all agree tlmt great and 
rapid changes in Uie average level of Prices due 
to fluctuations in the Quantity of Money ought 
to be avoided. 


CHAPTEll VI 


VAIJ!K OF MONF.V DETEKMINKU JIY SAME I,AW AS 
VaI.uk 01- OrilKU ARTICLES 

'I'irr. Values of comnnoclitics, or the ratios in 
which they avjU exchange for cac:h other, are 
expressed by their respective Prices, and, in 
Addition^ the price of eacli commodity, expresses 
the Vahie of Gohl with reference to that com- 
modity, and is, therefore, the ratio in which that 
cotnmodity would excliange for Gold if the ex- 
change were actually mnde. 

The general la>Y which regulates the Price of 
each commodity is stated in the following terms 
by Professor Caii nes - 

It can, at all events, be shown that there is 

in every ninrket a price nt wliich it is desirable 
timt tlic commodity, whatever it may be, shall 
sell at tiiat time and place: desirable ultimately 
in the interests of cotisiimers, but in a certain 
sense desirable in the interests of dealers, taking 
buyers and sellers together, and which the com- 
hine<l Of)erations oi' hotli, so far as tlicy arc well 
informed respecting tlie conditions of supply and 
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(lemarul, really tend to establish. To satisfy our- 
selves, it is only necessary to consider that, in all 
states of supply n\\(\ demand, there is always a 
certain Trice beyond which, if the markets rise, 
eonsintipUou is muieccssarily cheeked, and the 
stocks in the eounlry pass oflf more slowly tlian 
is needful. 

"In time the error is discovered and a com- 
petition sets in amongst holders of the commodity 
which results in a fall oF price tending to stimu- 
late consmnption as much as it had previously 
been cheeked. On tiie other hand, supposing 
the market price to be set too low, stocks become 
exhausted too soon, nnd the undue fall will need 
to be compensated by a corresponding nllowancc 
at a later period. Sueli oscillations are at variance 
with the interest of the consumer, and the price, 
therefore, which renders them unnecessary, which 
is jusl sudicicnt, m\d wo more than sufKcieiit, to 
carry the working supply over, under such a 
surplus as circumstances may render advisable, 
to meet the new supplies forthcoming, may, I 
think, be conveniently designated as the * proper 
price' of the market It is this price w})ich it 
seeins to me the dealers in the market have dimly 
in view when by implication they refer to a 
standard by which they pronounce the actual 
price to be * too high ' or * too low ' or ' what it 
ought to be/ I would dcHne it as the price 
whicli suniccs to adjust in the most advantageous 
way the existing supply and the existing demaiid 
pendirig the coming forward of fresh supplies 
from the sources of production.'' 
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The principle laid down by rrolessor Cainics 
is obviously sound Lhougb ius statcmcnL of iL is, 
for my present purpose, less simple lhau it wovild 
have been if his sole object hud been to indicate 
the law by which the market Price is determined, 
withont atteinpLing to sliow at the same time 
that tlie Trice so determined is tlie Price at 
wliich it is most advantaocous to tlie whole 
community that the article should be sold, and 
withont taking into consideration the possibility 
of a portion of the stock being held over in view 
of a possible failure of future supplies. Putting 
aside tlie two latter considerations, it may be said 
that Uie Price, and consequently the Value in 
relation to other commodities, of any eomniodity 
placed on the market tends to l)e so fixed that 
the demand at that Price shall just be sufticient 
to tnkc ofT tlie whole stock, there being neither 
any portion of the stock wasted by l)cing 
lell unsold nor any portion of the demand 
for the article at that Price remaining unsatis- 
fied. 

In exactly the same way the general level of 
Prices, which constitutes the Value of Gt)ld, rises 
or falls in sucli manner as just to absorb and 
fully utilise the wliole quantity of that metal 
available as Money, there l)eing neither any (iold 
loft unused, nor any such rise in Prices as to 
nwike it impossible to carry on business owing to 
the difficulLy, or apprehended diHiculty, of 
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obtaining Mojiey for the transactions in which 
Gold i.s. or may bc^ required. 

The same result is produced in the case of 
Gold Hiid every other commodity by the 
operation of a very simple law, universally 
applicable : namely, the desire on the part of the 
holder of any article for the sake of profit to 
secure tlie niaxitmun of profit therefrom. The 
liolder of jnurkeUible commodities wislies to sell 
them at the maximum Price he can obtain, 
sal>icot to the condition that an unnecessary 
amount of stock is ?iot Icil on liis hands. The 
Ranker in like manner wislics to make what 
proHt he can, and the limit of his operatitms, 
so long as he 1ms confidence m the perso)is 
with whom he deals, is his fear that liis stock 
of Gold may fall below what he considers 
safe. 

If a pci^on engaged in business fhids that he 
has more Gold than he requires he must be 
assumed to deal witli it in a reasonable manner. 
He will either employ it in his business by 
purchasing something with it, or he will lodge it 
with his Banker. 

In tlie former ease it is put into circidation at 
once and will quickly (ind its way into a Himk : in 
the latter c^ise the Banker must also be Jtssumcd 
to ncl on business principles and not to hold a 
larger reserve than he really ticcds. In one way 
or other the Banker extends his operations mail 
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the amount of Gold which he considers to l)c in 
cxecss of his requirenicnLs is absorbed. 

Owing to the ebb and flow of I)usincss there 
may be at times a superfluity of Gold at the 
Ba\^ks, or the reserves may fall below what lUc 
Rankers consider safe, but U)e guiding hiw is 
that the supply of Gold shall just be fully 
utilised. 

The general law may be sUited in the follow- 
ing terms :- - 

The Value of every commodity winch is in 
the market is varied from time to time with 
reference to every other commodity so as to 
approxinuite to a proper or market Value, which 
Tnarket Value is such tliat the total quantity of 
tliat commodity shall be taken ofi* the market at 
tliat Value; that tlicrc shall be no portion un- 
used or superfluous and Liiat no portion of the 
demand at that Value sliall remain unsatisfied. 

This law is as applicable in the case of 
Money as in the ease of ordinnry connnoditics 
and the same rcsidt is produced in the same way 
in botli eases, namely l)y a series of a])proxima- 
tions. In the case of Money, as in the ease of 
ordinary connnoditics, Llie demand at one 
moment threatens to exceed the supply; at 
another the supply is in excess of the demand. 
In the long run the supply just equals the 
demand. 

The average or general level of Prices cannot 
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pernmnently exceed Uie level which the supply 
of Money is just sufficient to inaintaiii under the 
market conditions prevailing at the linic ; nor 
can it permanently (nil below the same 
level. 

While the average or general level of Prices 
is regulated by the principle just stated, the 
l^•ices of particular articles may vary to any 
extent and in any direction, subject to tlie single 
condition lhat the total demand for Money shall 
be just equal to the supply. This liability to 
cliange in the Price of every commodity, due 
to economic causes, an<l subject only to a limit 
l)ased on the demand for Money arising out of 
the efFeet of the total changes of I^-ices in the 
case of all commodities, is one of the causes 
which make it so dilFicult to devise a s^itisfactory 
means of measuring changes in tlie average level 
of Prices, d\ie to an increase or decrease in the 
Quanlity of Money. 

I am not aware of any means wherel)y, even 
in tlieory, the changes in the Prices of all com- 
modities in every place ea)i l)e (!ombined so as to 
produce a perfect measure of the Purchasing 
Power of Gold* 

The measure of the l\nchasing Power of 
Gold wliich will be found of greatest practical 
value is the average of the Wholesale Prices of 
the more importni^t articles of human con- 
sumption, and this average is the measure of 
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greatest practical value simply because it 
indicates liie change in the Purchasing Power 
of C?okl with reference to those eonnnodities 
alterations in titc Price of which have the 
greatest effect on the welfare of the mass of the 
popuhition. 


CHAI^TKll VII 


LIMITATIONS TO THK QUANTITV TIIKORV 
OK MOXKY 

TuK QuimliLy Theory may be put in liiis 
form: — ''Other things l)ciiig equal the level of 
Prices is proportionate to the Quantity of 
Money.*' This proposition lias been challenged 
in rccetit years, but I have never seen any argu- 
ment against iLs truth whicli seemed to me 
worth consideriiig, and the controversy should be 
closed. 

It will be instructive to notice the causes 
winch led to attacks in recent years on the 
Quantity Tlicory of Money, 

Professor Irving Fisher explains how that 
Theory came to be attacked in America: — 

'* Tt has seemed to me a scandal that academic 
economists have, through outside clamour, been 
led into disagreements over the fundamental 
proposition concerning Money. Tliis is due to 
the confusion in which the subject has been 
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thrown by reason of the political controversies 
into which it has become entangled. 

" As someone has said, it would seem that the 
theorems of EucUd would be challenged and 
doubted if they should be appealed to by one 
political party as against another. At any rate, 
since the ' Quantity Theory ' has become the 
subject of political dispute, it has lost prestige, 
and has even come to be regarded by many as 
an exploded fallacy. The attempts by. pro- 
moters of unsound money to make an unsound 
use of the Quantity Theory— as in the first 
Bryan Campaign — led many sound money men 
to the utter repudiation of the ' Quantity 
Theory.' " 

In England the Bimetallic controversy resulted 
in a similar attack on the " Quantity Theory." ^ 
The Bimetallists pointed to the general fall in 

1 In The Times of 7th May, 1883, there appeared a letter from 
the late Lord Goschen in which the following passage occurs : — 

"Some writers have appeared to show something approaching to 
irritation at the view that the situation of gold should have largely 
influenced prices. I scarcely know why unless through the appre- 
hension that the Bimetallist may utilize the argument." 

Sir Robert Giffen admitted the Appreciation " of Gold ; but was 
strongly opposed to Bimetallism. 

Other Monometallists defended the Single Gold Standard on the 
ground that the Quantity of Gold had practically no effect on 
prices. 

This amounted to saying that the Quantity of Gold in the 
markets of the world had no influence on the Value of Gold as 
compared with commodities. I urged that if this was the case as 
regards Gold it ought to be equally true with regard to Silver, but 
my argument was not favourably received. 

A Deus ex Machina in the form of Credit always appeared at the 
critical moment and withdrew Gold beyond the limits of human 
observation ! 
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Gold Vrices and urfjcd that it was due to the 
demonetization of silver which had increased the 
dennand for Gold relatively to the supply. This 
contention was met, aniong other arguments, by 
the reply that the Quantity Theory was not 
applicable to modern conditions, that if it con- 
tahied any truth at all it was subject to so \m\ny 
limitations and qualifications as to be useless for 
all practical purposes, that the influence of Gold 
on Prices was quite insignificant and might be 
neglected, and that 1^'iccs really depended upon 
Credit which was cxplnincd to have a degree of 
influence that appeared U) me to be positively 
magical. 

It is not my intention to repeat the arguments 
i!\ support of the Quantity Theory, but as I am 
endeavouring to exphiin in what degree, as well 
as in what way, an increase in the supply of 
Gold affects Prices, I must devote some space to 
explaining the limitations involved in the use of 
the tenn *^ other things being c<iual." 

It has been said that the "other things" are so 
numerous, so powerful, and so subtle in their 
mode of operation tliat the Quantity Theory as 
above stated is of no practical value. Remarks 
of this nature might he made regarding many 
scientilic trutlis which are of great value, and 
even of Newton s First I/aw of Motion,^ that a 

' CorpUH (tjuiio [loiftovL'tnru in shiLu ftuo ([uiowcomli vol inovondi 
uiiifurmilur in diroclittnu nini t|uatonim illiul a viriliiis iiupruhKitt 
ccjgilur Hi At u 111 Aitiiin iiuiUii-o. 

I*: 
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material body if at rest would remain at rest, 
and if moving would continue to move in a 
straight line with uniform velocity unless acted 
on by some force. No human being has ever 
seen a body moving in a line which could 
be caUed absolutely straight. At most, the 
body would be moving in a hne which was 
straight with reference to points assumed to 
be fixed, but which were really moving. Nor 
has anyone ever seen a body which was really 
at rest in space. We are in the habit of saying 
that a body is at rest when it preserves the 
same relative position to other bodies, but in 
reality every body of which we have any experi- 
ence is always in motion. Every body on the 
surface of the earth has a motion due to the 
revolution of the earth on its axis ; has another 
motion due to the revolution of the earth round 
the sun, partakes of the drift in space of the 
whole solar system, and for anything we know 
to the contrary, may be afFected as to its position 
in space by innumerable other causes. 

Nor, so far as our experience goes, has any 
body ever moved, or even existed, which was 
not being acted upon by forces from outside. 

It might then be said that it was useless to 
lay down a Law of Motion which only applied 
to the case of a body at rest since no body 
ever is at rest, or moving in a manner in which 
no body has ever been known to move, or 
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existing under conditions which never eoukl 
be realised in practice. Nevertheless we know 
that Newton*s First Law of Motion is of the 
greatest practical value, and 1 shall show licrc- 
allcr that conclusions of sonic practical value 
can be drawn from tlic Quantity Theory of 
jMoiiey. 

For the present, however, I limit myself to 
indicating tlic " other things" which arc assuined 
by the Quautity Theory to be cqiuil, but which 
in practice never are equal. 

The amount of work which Money has to 
do, in so far as it is cniploycd (Hrcctly in 
clVecting exchanges, is influenced by the number 
and (piantities of coimuodities to be exchanged, 
by the amounts in M'hicli the exchanges take 
place, by the number of the exchanges, and 
by variation in the times at which, and the 
localities in whicl), the exchanges arc effected. 
All these causes Mflcct the amoimt of Money 
necessary to carry out the exchanges. As 
the population of the world is increasing, 
an<l also Uic wealth per head ul* population, 
and as the nund)er of exchanges is growing in 
a still liiglicr degree, owing to t)te subdivision 
of labour and the linking together in commerce 
of countries which are very lar apart, the 
changes I have enumerated tend, for the most 
part, to increase the work Money has to do, 
and to lower Prices. U seems to me impossible 
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to estimate tlie exact ainoiitit of inlhicnce Avhicli 
each of these causes exercises on tlie ;ivcragc 
level of Prices; at awy rate it is hcyoiul niy 
power to do so. 

Tlio exchanges of commodities arc eircctcd 
eitlier by passing Money from iiand to hand or, 
under our system of Credit, by giving promises 
to pay Money, wliich are generally set oH' 
against each other so that Money need not in 
such cases he trafisfcrred from one person to 
another, or by passing from hand to hand 
something which is conventionally, and ollen 
legally, held to be of the same Value as Money 
and which in practice is of tlic same Value ; of 
this nature are all Token Coins. The giving of 
promises to pay which are set off agaitisL each 
other constitutes the modern system of Credit 
and has ledncod the demand for Money to an 
extent which could hardly be exaggerated, and 
lias consc(juently lowered its Value or raised 
Prices to an equal extent. 

It will be obvious that if Money passes from 
hand to hand, the amount of work it can do 
will dcpejid very greatly on tlie rapidity with 
which it changes liands. A sovereign may 
efrect one cxciiiingc in ti day or it may cU'ccL 
fifty. Under modern conditions, tlie Iciidcney 
is for iMoiiey to change hands more nipidly 
than bel'ore, tlie resulting inHiience cjiabling 
cxehiingcs to he eHceted with a loss Qiumlity 
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of Money uiul thus acUng in the dircctiou of 
niisitig Prices. 

The .system of effecting exchanges by giving 
promises to pay, and setting off these promises 
against each other, ellccts a very great economy 
of GoUI and may be modified in varions ways. 
It may he extended so as to cover exchanges 
wliich were fbrmcrly cftcctcd by passifig Money 
from hand to Imnd, and it may be said with 
confidence that extensions of this nature are 
always taking place; that they lead to a great 
economy of C5old and so tend to raise l^rices. 
The system of Credit may, of course, he con- 
tracted and exchanges cfrcctcd by passing Money 
from liand to hand, which were formerly dealt 
with by Credit, bnt snch clunigcs only take 
place to a very limited extent and as a 
temporary measure. The general tendency is 
in the opposite direction. 

And jusl as there may be a more rapid circula- 
tion of Money from liand to hand, so there may 
he a more rapid circuhilion of proinises to pay 
or orders to pay. Two men who have eacii a 
credit of £10,000 at their respective Hanks may 
issue cheques to any extent in favom* of caci) 
other provided that eacl\ is carcfvd to see that the 
amoimt of money sbniding to liis credit is 
never exhausted. In this way a great number of 
exchanges may he cfTected without the issue of a 
greater amount of Credit by the Banks. 
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Although every Unuk which keeps a reserve of 
Gold reguhites tlie amount oF Credit it issues by 
reference to ils stock ot' Gold, tlic proportion 
between Gold and Credit is not invariable. 
Under varying conditioiis ngreatcr or Icssanunnit 
of Credit will be issued against the same amount 
of GoUL Hut each Bank has its own rule ()n the 
subject and the proportion between Habihties and 
Gold whicli any specified Hank considers safe 
does not vary greatly witlnn any definite period 
of time wliicl) may be elx^sen. The general 
tendeney, no doubt, is towards issuing a larger 
amoinit of Credit on Reserves of the same 
magnitude. 

Some exchanges are effected witliout any use 
of Gold or of Credit based on Gold. Such 
exchanges are those which are cHected by i)assiug 
token eoins (.silver, copper, or hronxc) from h.'irtcl 
to hand. A rise in the Prices of eonnnodilics 
causes no additional demand for Gold in so far 
as commodilics are bought and soUl for token 
coins and a fall in sucli Prices sets free no Gold 
for other purposes. 

In India, for example, the production of 
eonunoditles, as well ^ls general trade and com- 
merce, might increase to any extent, and internal 
prices and wages might rise enormously, without 
any increase in tlic demand for Gold as Money 
so long as the currency in use was coii lined to 
the silver rupee. Such changes would lead Lo nu 
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increased dcinand Tor .silver from which Lo manu- 
facture new rupees, but would not directly 
increase the demand fbr Gold. Indirectly there 
niiglit be a greater demand I or Gold. With 
higher prices, whicli means cheaper Gold, the 
Indians migla lioard a larger (|uantiLy, and some 
additional gold might be recjuired to maintain 
the value of the silver rupee. 

An extension of the use of Paper Notes 
generally effects m economy of Gold and in this 
way tends to lower its Value in relation to 
conmioditics, or, in other words, to raise Prices. 

If .0*20,000,000 in notes are issued on a reserve 
of £10,000,000 in Gold, and if the notes are 
freely accepted in place of Gold, the result is 
exactly tlie same as if the world's supply of Gold 
had been increased by £10,000,000. 

I have now enumerated the other things which 
arc assumed to he c(|ual in the statement of the 
Quantity Theory and which attccL the average 
level of Ibices, and, jJuLLing aside for the lime 
being the question of the Quantity of Money, it 
will be seen tliat they fall into two classes. 

(1) Influences afFceting the amount of work 

Money has to do, and 

(2) Influences alfecting its e/liciency hi the 

perlbrmancc of that work. 
The efifieieney of Money for tiie ettccting of 
exchanges is enormously increiised wheti it is used 
us a b:isis for Credit. 
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If we denote tlie work MoDcy has to pcMTorin 
by JV, its efficiency by i?, and if Q mid P 
represent, respectively, tlie Qunntity of Money 
and the average level of Prices, wc may state the 
relation I)ctween tlteni in the following form :— 

I should be very unwilling to attempt to 
assign a definite numerical value to E and )Vy el- 
even Py at any particular time, but the form of 
the cq nation enables us to draw coiKlusio]is 
which are independent of the varying Values of 
and l\ 

We c:an see that if falls to half its former 

value, P(the average level of Prices) will remain 
the same if, siumltiuieously^ Q is doubled. Or, 
F 

if increases two-fold, P will remain the same 

if Q is halved. If |p iiicreases ten-fold and Q 

two- fold the resulting increase of P will I)c 
twenty- fold. The eficct of considerable changes 
in the Quantity of Money is, in faet, never 
negligible. Other causes may, or may not, 
produce greater changes in the average level of 
Prices than is brought about during the same 
period by fluctuations in the Quantity of Money, 
but liowcver great these changes may lie, tliey 
can always be coimteracled by a sufficient change 
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in the Quantity of Money. The Vahic of 

changes grachially and not pei' mltum. 

Tlic conclusion at which wc have just arrived 
explains how it happens that the issue of in- 
dcfhntc quantities of inconvertible Paper Money 
has always indefinitely increased Priccs^ what- 
ever precautions and safcgiuirds miglit be adopted. 
To those who liold that under modern conditions 
I'riccs depend on Credit and tliut effect of the 
Quantity of Money is negligible, 1 wouhl suggest 
that they sliould coi\sidcr the cfTect on Prices of 
issuing (say) £800,000,000 of inconvertible 
Pa{)er Money of full legal tender in the Hritisli 
Isles* The additional Quantity of Money 
required to make a certain amount of change in 
Prices in any particular country depends on the 
Quantity of Money already in use in that country, 
and is in no way aneeted by the extent to which 
Credit is in use. The amount of Credit, stated 
in terms of Money, increases automatically as the 
Quantity of Money increases. 

No measures affecting tlie Currency which 
have been adopted in violation of the Quantity 
Theory of Money have ever proved successful, 
and no measures which depended for their 
success on the soundness of that Theory have 
ever failed if given a fair trial. The maintenance 
of the Gold Standard in India and the other 
countries that have established a Gold Exchange 
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Standard would })Ccomc impossible if the level 
of Prices covild not be afTcctcd hy varying U>e 
ainouut of the coins in circulation^ The n\aiu- 
tcnance at par of Bank Notes, as well as of the 
silver rupee, hy means of a Gold Reiicrve is hased 
on the same principle. When the Value of the 
Rupee tends to fall helow l.v. 4<y. tlie - Gold 
Reserve aftbrds tlie means of withdrawing 
rupees from circ\dation, \\m\ the reduction in 
lunnhcr raises their Value and lowers rupee 
Prices, the raisi)ig in Value and the lowering of 
Priecb heing one and the same phenomenon. 
I3ank Notes are inainUiined at par in the same 
way. If necessity arises, they are exelianged for 
Gold, and tlie reduction in their Quantity causes 
their Value to be maintaiticd. 

Token coins, whcLlier of copper, hrony.c, nickel, 
or silver, are maintained at tlieir Rupee level in 
relation to gold hy limiting tiieir Quantity. Not 
more of such coins can be safely issued than are 
just su/Hcient to mccl the wants of the public at 
the level of prices existing for the time bei?ig. 
Great evils have been caused in CliitKi in tlie 
present day by the local authorities issuit\g token 
coins, called cash/* in excess of the amount 
necessary to carry on business. In such cases 
the Citsh has always depreciated in reference to 
silver, which is the Standard of Value in that 
eountr}'. This depreciation is, of course, accom- 
panied by a rise of Prices wlien such Prices are 
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.stated ill terms of the token coins. ^Similar 
difficulties were experienced in ihh country in 
former times, and notably in the reign^j of 
James I. and Charles I. Important as are the 
limitations to the Quantity Theory of Money 
involved in the assumption that other things arc 
equal,, the man who has to deal witli Monetary 
questions can no more disregard the Quantity 
Theory in any practical measures he may advo- 
cate than the astronotncr can neglect the law of 
gravitation in studying tlic movements of the 
heavenly bodies. 


CHAPTER VI U 


SUMMAUV OF C<>N<MA?SlONS 

Tul: following arc the principal conclusions 
at which we have ahcady arrived : — 

1. The ratios which Prices hear to eacli other 
arc determined by economic considerations and 
are indepcndcnL of the Standard of Value which 
may Imppen to be in use* 

2. Money is distributed, by a natural process, 
throughout all countries having the same Standard 
of Value i)\ proportion to the requirements in 
each phicc. 

(If a coutilry uses Gold its tlie Standard of 

Value, but not as CinTcncy, special arrange- 

ments arc recjuired to keep its Currency at 

the same relative value to Gold. If these 

arrangements break down the country 

ceases— for the time l)cing — to have a 

Gold Standard). 

a. As the ratios which the Prices of difibrent 

commodities bear to each oUicr arc determined 

by economic inHuenccs, a change in economic 

eo 
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conditions may tend to bring about a rise in 
Prices in one counUy as compared with those in 
others. In each case Money flows to the country 
where Prices tend to rise and llie final change 
takes the form of a rise in Prices in one country 
and a fall in tlic others. 

If t^vo coini tries do T\ot use the same Sumdard 
of Value this How of Money from one country to 
tlic other is impossible and tlie change in 
economic conditions produces an alteration in 
the relative Value of the two Standards, 

4.. Changes in Prices and alterations in the 
Kate of Exchange constitute the means whereby 
the trade of the world is carried on in accordance 
with economic influences. 

5. Other things being e(|ual, tl\e general level 
of Prices is proportional to tlic Quantity of 
Money. 

If, in any country, token coins of limited 
legal tender are used, the quantity of such coins 
must be limited to the amount winelt can be 
employed at the level of Prices prevailing for the 
time being. Any considerable excess, which is 
not of a temporary nature, cau.scs the token 
coins to fall below their nominal Gold Value, 
and Prices measured in token coins rise in 
proportioji to the fall in Gold Value. 

0. The relation between Prices and the 
Quantity of Money may be expressed by the 
equation, 
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P leprcseiUs average level of Prices ; Q is the 
Quantity of Money, E represents the Kflicicncy 
of Money as the Mediinn of Exchange and is 
un'ccted holh l)y extensions of Credit and by 
altered rapidity of eirculation. W is the total 
work to he performed. 

7. l^rices arc the expression of tlic Value of 
Gold in comparison with commodities, and the 
law which regulates the Value of eaeii connnodity 
with reference to other commodities is the same 
as that whicli regidates tlic Value of Gold in 
relation to eonnnodities. Tlie Value of Gold in 
relation to eonnnodities (in other words, Prices) 
is (ixed at that rate which will just cause Lhe 
whole available supply of Gold to be utilised, 
there being neither any surplus nor any delieiency. 

8. Under the modern system of Credit, business 
is very largely carried o!i by giving wlinL arc iu 
effect Promises to Pay, and these Promises are 
set off against each other; iji this way a great 
economy of Gold is secured. 

9. The modern system of Credit, as carried 
out with the assistance of Banks, exercises an 
important economic influence, but the economy 
in the use of Money which it clleets is the 
measure of its influence on the average level of 
Prices. 

1 0. The Prices of articles wliich are bought and 
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sold for Credit and in regard to whicli no money 
passes from hand to linnd, must preserve tlie due 
ccouoiiiic relation to Prices whicli arc limited by 
the supply of Money, and the influence of Money, 
dii'cct and indirect, on those portions of the world 
of trade and commerce wlicre Money is used is 
aulouiatically extended to all Prices in countries 
that make use of the (Jold Standard, including 
the Prices of the articles l)ought and sold 
with token coins. 

n. New supplies of Gokl exercise their chief 
and primary influence on Prices by the temporary 
lowering of the rale of discount and of the 
charge for advances and loans whicli they 
produce when they Vwsl find their way into 
tlie Banks. 

The Wholesale Prices of tlie main articles of 
production and eonsumplion, and especially those 
of them that are dealt with in the international 
markets, are the first to feel the effects of any 
increase or decrease in the Quantity of Money. 
'I'iic itifluenee of economic forces tends to cause 
all others Prices to rise or fall in proportion. 

12. As the rise in Wholesale Prices due to an 
increase in the Quantity of Money docs not 
extend inunediately to allP rices, or Lo Wages 
and other money payments fixed by contract or 
custom, the producers scale of profit rises, 
enterprise is stimulated, borrowers desire more 
ci'cdit and are prepared to pay higher rates lor it. 
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The secondary e/Tect of an increase in tlie 
Quantity of Money is, therefore, a rise in the 
general rate of profit, and a rise in the rates of 
interest and discount. 

18. Owing to the fact that an incrcnse or 
decrease in the QuanLiLy of Money does not 
afTect all Prices and Wages siinultaneonsly and 
afiects sloAvly, if at all, Pi ices fixed by custom, 
by law, or by contract, such changes affect 
different persons and different classes of the com- 
munity in different ways and are cither preju- 
dicial or beneficial to them as tlie case may he. 

14. A number of agencies and influences, 
indefinitely numerous, are unceasingly at work 
to adjust tlie scale of Prices to the supply of 
Money, and there seems to be no more difficulty 
experienced in doing so when the Qvuvnlity of 
Money is falling ofF than wlien it is increasing. 
On tlic contrary, the stimulus to ci^tcrprise and 
speculation which follows a general rise in Prices, 
appears more likely to give rise to financial crises 
and panics when the supply of new (J old is in 
excess than wlicn it is in defect. 


CHAPTER IX 


I'RACTiCAL VaT.VK OF THE QUANTITY THKOUV 

Having laid down the genenil hiws whiclt 
reguhite the influence of Gold on Prices we may 
now consider what conclusions can be drawn 
from Lhem. 

Let us take in the first place the general ex- 
pression for the Quantity Tiieory : 

P ^ Qx 

From this equation we see that, however great 
E 

tiic change may be in we can always main- 
tain any average level of Prices we may prefer 
by suitable alteration of Q, the Quantity of 
Money. 

It might of course so happen, theoretically, 
E 

that the changes in were so great and rapid 

tlmt it would be very difficult to counteract 
them by modification of Q. In practice, liow- 
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ever, ^^-does not vary so much within a limited 

period of time as as to make it difTicult to main- 
tain F at, approximately, the same figure by 
acting on Q. So long us we can control Q we 
are, practically as well as theoretically, in com- 
mand of the situation. It is this power of con- 
trolling Q which enables the Indian Gold 
Standard to be maiiUained as well as the Gold 
Standard in oLher countries which do not make 
use of a Gold Currency. 

It also makes it possible for the world to sub- 
stitute for a metallic Standard of Value a system 
under which the monetary unit would represent 
a definite amount of Purchasing Power- To do 
so it would only be necessary to alter Q from 
Ume to time so as to preserve the same value of 
P. Whetlicr it will ever be desirable to efTect 
this change, and wbetlier the world will ever be 
sufficiently advanced in civilization to be able to 
carry it out, are questions which can be left to 
the future for decision. 

It does not appear to me that there is the 
sligl^test room for doubt regarding the soundness 
of the Quantity Theory of Money as I have 
stated it In practical measures dealing with the 
Currency and the Standard of Value it is as im- 
possible to neglect it as it would be to assign no 
influence to the law of gravitation in dealiiig with 
the bodies that constitute the Solar System. 
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But when we pass beyond the general Theory 
of the influence of the Quantity of Money on 
Prices to consider to what extent the supply of 
new Gold has actually affected Prices within any 
definite period, and what has been the economic 
effect of such changes of Prices, we enter on more 
de\>atable gi'ound. 

The other things '* wliich wc assumed to be 
equal in tlie statement of the Quantity Theory 
never are equal. The population, the wealth, and 
tiie trade of the world are always increasing, Tlie 
commerce of the world tends to be carried on 
more and more by Credit, and the organization 
of Credit in places where it previously existed is 
continually being perfected. The rapidity of 
circulation tends also to increase fvom a variety 
of causes. On the otiier liand, tlie increase in the 
population and wealth of tlie world tends to a 
constantly increasing amount of Gold being used 
otherwise than as Money. 

The Prices of particular commodities and of 
services are continually rising and falling owing 
to economic causes , and I know of no means by 
which an exact measure of the rise or fall in tlie 
general Purchasing Power of Money can be de- 
vised. For practical purposes we must be content 
to ascertain as accurately as we can tlie change 
in the Purchasing Power of Money witli reference 
to those articles changes in the Price of which 
iiave the greatest effect on the welfare of 
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human beings, and in this view of the subject 
there is no better test of the rise and fall of tlic 
Purclmsing Power of Money than the averiige 
Price of the chief articles of human consumption. 
As wc cannot ineiisure with accuracy the increase 
or decrease in the general Purchasing Power of 
Money, and as we liave hitherto been unable to 
ascertain to what extent other causes than an 
increase or decrease in the Quantity of Money 
liave operated in producing that increase or 
decrease, it will be obvious that we cannot 
determine the precise amount of influence which 
changes in the Quantity of Money may liavc had 
on prices within any definite period of time. 
But of one thing we can be certain, namely, that 
whatever other causes may have l)een in opera- 
tion the influence of changes in the Quantity of 
Money has been proportional to the magnitude 
of those changes. 

The best Standard of Value is the Standard 
which gives results which best promote the 
welfare of human beings. It may be timt 
the best results would not be given in every \n- 
stance by the Standard of Value of wliich the 
Purchasing Power remained the same with 
reference to the chief articles of iunnan consump- 
tion, but it is obviously desirable that tliere should 
not be great atid rapid fluctuations in the general 
PiH'chasing Power of Money, and for practical 
purposes the best Standard would be that under 
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which the Purclinsing Power of Money with re- 
ference to the chief coinmodilies remained nearly 
tlie same. At any rate it seems impossihle to 

devise a better standard. 
From the equation 

P = Q X I 

we sec that it is of importance that Q should not 
be subject to great and sudden fluctuations. If 
such fluctuations occur there must be corres- 
ponding changes in the general level of Prices 
unless, what is highly improbable, simultaneous 

fluctuations in jp. balance the changes in Q« 

So long as Gold and Silver, used jointly, con- 
stituted the Money of the world Q was larger 
tlmn it is at present, and the use of great quan- 
tities of Silver by certain Eastern Countries, both 
as Currency and for the purpose of lioarding, acted 
on the World's Standard of Value Jts ballast acts 
on a ship. This safeguard has now been lost, and 
I foresee the possibility of great difficulties in 
the futiu'C if Q is indefinitely reduced and the 
business of the world carried on in an increasing 
degree by means of Credit 

In such case sudden atid large increases or de- 
creases in the production of Gold would have a 
great iiiflucnce on Prices. It would be a merit 
in our present Standard of Value if tlie yearly 
production of Gold increased as Prices fell (wltich 
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would mean tliat Gold was increasing in Value) 
and fell off as Prices rose, but it is quite 
impossible to say at the present time wliat 
fluctuations in tlie yearly production of Gold 
will be experienced in the future* 


CHAPTER X 


CON.SRQUK>fCES OF A GENRRAI. VAIA. OR RISK !N 

riUCKS 

That great fluctuations in llie average level of 
Prices are an evil admits of no doubt and I 
believe that such fluctuations do, in practice, 
exercise un important influence on human 
progress and welfare^ 

T-.ct us suppose that there are classes of persons 
who arc under a!i obligation to pay £100,000,000 
yearly, and that tl)ey obtain tlie Money required 
to meet tlicir obligations by the sale of articles 
wliicli they produce. If a certain quantity of the 
commodities which tliey produce .sell at one time 
for £100,000,000 ai\d tlie Price of these commo- 
dities falls by one-third tlie sale of tlie same 
quantity will only produce £G6,GOC,06C§, and 
the quantity of commodities that must be sold in 
order to produce £100,000,000 will require to be 
increased by no less tlian fifty per cent. In 
other words, although tlie amount of the debt 
measured in poun<ls sterling remains the same as 
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before, the veal burden wliich tlie debtors have to 
carry has increased by fifty per cent. They are, 
ill fact, in the saine position as if Prices had 
reinftined the same and the amount of their 
yearly payments liad been raised by a stroke 
of the pen from £100,000,000 to £150,000,000. 
On tlic other hand, if Prices rise by oi\e-thuxl the 
sale of the quantity of goods that formerly 
produced £100,000,000 would, under the new 
conditions, produce £l88,088,088j and the 
debtors would only have to sell three-fourths ns 
much in order to produce £100,000,000 ; tlicir 
burden will have been reduced by one-fourth. 
The difTerence to the debtor between a rise and a 
fall in Prices is enormous. If Prices fall one- 
third he has to part with fifty per cent more 
commodities in order to meet his liability; if 
Prices rise by one-third he can meet his 
obligations by selling one-fourth less. A simple 
calculation will sliow that the real burden of the 
debtor is exactly twice as great in the one case 
as IT) the other. Bearing in mind tlie enormous 
number of transactions in the present day whicli 
iiwolvc the periodical payment of money, or the 
payment of money at a future time, it will 
be obvious tliat a general rise or fall in Prices 
must exert a very great influence, for better 
or for worse, on the position of many classes of 
the community. The national debts of tlie 
world amoimt to some 0,000 or 7,000 millions 
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sterling. There are in addition the amounts 
horrowed by Municipalities and Local Authori- 
ties, tlie money lent on Mortgages, and that 
due on Bonds and so forth, 

Tiiere arc also the other fixed money pay- 
ments wliich arc not affected by changes in 
tlie prices of commodities, so tliat it is difficult 
to exaggerate tl)c profound and yet obscure in- 
flue!icc that is exercised by changes in tlie 
genera! level of the Prices of eonnnodities. 

Prices are always rising or falling owing 
to economic causes, and the man of business looks 
otily to sucli causes, and, for liis purpose, need 
not look beyotid them, but theoretical reasoning 
leads to the conclusion that a general Uise or a 
general Fall in Prices must be followed, or accom- 
panied, by consequences of a very important 
nature, and it seems to me that history confirms 
tliis conclusion. 

In the preceduig paragraph I have dealt with 
the eflfect of a general Rise or Fall of Prices on tlic 
creditor and debtor classes, but the rise or fall of 
Prices is not sinuiltaneous and immediate, and 
effects of importance from an economic point of 
view may be produced by the fact that the lall 
or rise in Prices only affects some transactions in 
the first insUmcc, and that its extension to others 
is gradual. 

An additional supply of Mojiey producesiLschicI 
effect on Prices in tlie first instance by increasing 
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the supply of, and lowering the cost of, Credit- 
The Rise in Prices that is thus caused effects the 
Wholesale Prices of tliose articles which are 
bought and sold for Credit, and as all Prices and 
Wages do not rise simultaneously, and at any rate 
do not rise innmediatcly to tlie full extent, the 
producers of such articles find their profits in- 
creasing, tliough such increase is obtained in the 
first instance at the expense of tlie other members 
of the community. The increase in the rate of 
profit stimulates enterprise, leads to a greater 
demand for Credit, raises tlic rate of discount 
and interest, and makes persons in business 
willing to pay a higher rate for Credit. If the 
supply of Gold continues abundant, prices, gener- 
ally, continue to rise, and productioi^ is increased ; 
times are said to be prosperous and really are 
prosperous in the sense that a greater quai\tity 
of wealtli is being produced every year thougli 
certain classes of tlie community suffer. The 
persons who suffer most are those whose 
incomes arc (ixed cither permanently or for a 
long period, or do not respond, or do not res- 
pond fully and immediately, to tlic rise in Prices. 
The position of the wngc-earner requires special 
notice. Tltc stimulus to enterprise and the 
higlier rates of profit lead to an increased demand 
for labour, reduce unemployment, and tend to 
raise Wages. In the first instance there is some 
loss owing to Wages not keeping pace witlj the 
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rise in Prices, but against that may be set, for 
what it is worth, the compensation arising 
from fuller and more continuous employment. 
In tlie long run the sufferers are tl^ose 
whose incomes do not respond, or do not 
respond completely, to the rise in Prices. 
'J*he loss which they incur represents so much 
additional gain accruing to otiier members of 
the community. 

A general Fall in Prices due to a monetary 
cause would have the opposite effect. It 
would be attended with a low rate of profit, 
interest, and discount Enterprise would be 
checkedt unemployment M'ould follow, ai^d the 
lack of employment would be a drawback to 
the gain the wage-earners would derive from 
Prices falling more quickly than Wages, 

Kconomic considerations, of coui-se, regulate in 
the long run the relation between Wages and the 
Prices of commodities, and it is quite possible for 
Wages to remain at the same level, or even rise, 
while the Prices of commodities arc falling. 

While the influence of Money on Prices seems 
to me to he beyond question, and while the 
theoretical results of a general Rise or Fall in 
Prices arc what I have just explained, the ques- 
tiof^ of the practical effects that have been ex- 
perienced in the past Irom a great increase or 
decrease in the supply of Money must be separ- 
ately considered. 
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The amount of Money iu use in tlie present 
day is smiiW in pvoportior\ to the wealtl\ oC the 
world and the total quantity of commodities that 
change hands every year by purcliase and sale. 
Money is the basis of the system by which tlie 
business of the world is carried oi^ b\it the s\iper- 
strueture of Credit is large, and tliough there is a 
relation between tlic Quantity of Money and 
Credit it is not a fixed relation for all time and 
for all places. Each country has its own system 
of Credit, wliich differs more or less from that of 
other countries; tlie organization of Credit in 
every country is always growing and i)eing 
improved ; and even while the system of Credit 
remains the same there is some amount of elas- 
ticity in the relations between Money and Credit. 

It may then be reasonably asked whctlier, In 
practice, important increases in the relative 
Quantity of Money produce the changes we 
have jusL indicated in the direction of raising 
Prices, increasing profits, stimulating enterprise, 
and affecting injuriously or beneficially the 
economic welfare of various classes of t1)e 
community. 

Tliere can be no question tliat tlie large 
increase in the Quantity of Gold and Silver 
made available in tlie Western world by tlie 
discovery of America caused l^riccs to rise very 
largely. 1 need not do more than quote wliat 
Adam Smitli has said on this subject : — 
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**Tiio discovery of the abmuhmt mines of 
America reduced, in the sixteeJith (century, the 
value of gold and silver to about a third of what 
it had been before/* 

And again : — 

"The discovery of the abundant mines of 
Amenta seems to luive been the sole cause of 
this diminution \n the value of silver in pro- 
portion to that of corn. It is accounted for, 
accordingly, in the same manner by everybody ; 
imd there never lias been any dispntc either 
about the fact or about the cause of it/' 

I desire to call the special attention of tlie 
reader to the fact that in tliose days the general 
rise of Prices took place slo\vly and after the 
lapse of a considerable time. The Gold atid 
Silver which came from South America Avas for 
tlie most part employed by t\xc Spanish Govern- 
ment for the pi-omotion of a political and military 
policy in Europe. It found its way inore slowly 
into tlie channels of trade tlian it would do iii 
the present day, and the stream of coninierce 
did not flow with sucl^ rapidity nor toucsh the 
shores of so many countries as it now does. Adam 
Smith says witli regard to this j)l^enomcuon 
that "the discovery of the mines of America 
does not seem to have had any very sensible 
effect upon the price of things in England till 
after 1570; though even the mines of Potosi 
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Imd been discovered more than twenty years 
before." 

After the great discoveries of gold in California 
and AiistraUa tlic same tendency to a rise in 
Prices was observed, Jcvons wrote as follows 
in I860:— 

" Overlooking fluctuations due to variations of 
supply, and the greater Huctuations due to 
variations of demand, it may be confidently 
stated tliat prices pursued a downward course 
from 1820, about the time when the Currency 
was re-established on a gold basis, to 18/50, 

The fall, it is true, was most rapid at first. 
Silver, loo, does not share in tlie fall. We can 
oidy explain tlicse facts, so far as 1 am aware, 
by supposing that tlie supply of the precious 
metals did wot keep pace witli the demand, or 
that while modes of proeurijig, raising and 
making other articles more easily and dieaply 
were constantly bei)ig discovered, no such great 
improvements took place in tlie case of the 
precious metals, It should be remembered, 
too, that the supplies of Russian Gold were 
failing and the Spanish- American colonies were 
falling into anarcliy. 

"Thus while industry, trade, and property 
were rapidly advancing in Great Rritain, 
America and most other parts of the world, 
there was no corresponding advance in the 
production of the precious metals. Prices, both 
in Gold and Silver continually receded. Now 
if, while the introduction of free trade, railways, 
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telegniplus und iniunncmble other improvements 
accelerated the extension of trndc, no new 
<liscovevies of gold and silver had been made, 
what nnu.st have occurred? Prices mu^'t have 
conthiued /;/ tJie doionward courHC they had 
pursued for fhirfjj or forty years before. But. they 
tlid not C07iihmc hi this course — on the co?itrary 
ihcif turned uptvards in a sudden and decided 
manner ji^ slunvn in the body of tliis tract. 
And this clinngc was simultaneous with the 
discovery of the new gold-fields. Half tlie 
Prerogative Instances of lincon arc exemplified 
in this question, and if the pliilosopliy of 
observation and connnon sense may be applied 
to statistical matters, we can draw but one 
conclusion — that prices have risen in consequence 
of the gold discoveries." 

The reader will notice that the tendency to 
a rise in Prices sttowcd itself more quickly after 
the great Gold discoveries in California and 
Australia than liad been the c^isc after the 
discovery of great quantities of both Gold imd 
Silver in South America. 

When Germany substituted Gold for Silver 
as the Sbuidard of Value (1871-78), other 
nations followed her example, and a greatly 
increased demand for Gold arose owing to other 
causes, The special demands for Gold at this 
time came to at least £200,000,000, beijig about 
ten times tlie average yearly praduetion of 
Gold. The production of Gold had also fallen 
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off' The late Lord Gosclicn used the tbllowing 
language on this subject in 1880 : — 

" lieonomists will accordingly ask themselves 
wliat result, if any, is such a plienomenon likely 
to have produced ? I think there is scarcely an 
economist but would answer at once: * It is 
probable, it is almost necessary, it is according 
to tlie laws and prinniples of currency, that such 
a plienomenon must be followed by a fall in the 
prices of commodities generally. Just as a 
large amount of gold poured into Europe in 1852 
and subsequent years created a rise in prices, so 
the countcr-phenomenon must produce a fall/" 

After this inercased demand for Gold took 
effect there was experienced a marked fall in 
JVice^. Low 27ites of pro/it, intei'cst, and dis- 
count prevailed; tlierc was a good deal of 
unemployment^ but not a general atul serious 
fall in Wages. So gi*eat was the depression iti 
trade and industry that in 1886 a Royal Com- 
mission was appointed in England to examine 
and report upon the wliolc subject That 
Cojumission made its final report in 1880, and, 
while C)um)erating a number of in)portat)t 
consideratio!is having no connection witl) the 
Standard of Value, whicli appeared to them to 
account, to a large extent at any rjite, for 
the fall in Prices and depression in trade 
and industry, added the following remarks 
(para. 72):— 
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*' Wc expressed in our third report the 
opinion that the Dill m Prices, .so far ?is it hns 
been caused by nn appreciation of the Standard 
of Value, was a matter deserving of the most 
serious con5$ideratioii, and we do not tliereforc 
think it necessary to investigate at Ictigth the 
causes which liavc brought it ahout. Uut we 
desire to give it a leading place in the 
enumeration of the influences wliicli have tended 
to produce the present depressiou/' 

The Royal Comnnssion which was sub- 
sequently appointed "to enqxiire into the reeciit 
changes in the relative values of the precious 
metals, shown by the decrease in the Gold 
Trice of Silver dealt with the question of tlic 
suggested "Appreciation of the Standard of 
Value/' 

A minority of tlie tneml)ers of that. Com- 
mission (fh'C out of twelve) held tliat there 
had been an injurious fall in Prices in tlie 
United Kingdom, aiul recommended a return 
to tlic joint use of both Silver and Gold as 
Money. The majority* said:— 

" We tliink that the fall in tlie prices of 
commodities may be, in part, due to an apprc- 

^ TliomnjoriLy wns conijjoaod of sovon mQTTil>oi s nnd tho minouly 
of five. Mr. Leonard Com Lnoy (now Loal Courtney of Ponwilh) 
waa ono of tho niaj()rity, but oti tlio quc«tion of tho <?lTcot Umt 
the 3[)QCio1 Jonmnda for gold had hud on pi iocs Ite iiiij{ht nioi o 
properly bo oIahhimI wilh Uiti niinority. If thifi wore ilono Llio 
tndnibeni of tlic ComniilUo v(ou\d ha found to havo boon cciually 
divided. 

c; 
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ciation of Gold, but lo what extent that has 
atfccited Prices we (ind it impossiUlc to detcv- 

mine with any accuracy We believe 

the full to he mainly due, ut all events, to 
circumstances independent of changes in the 
production of, and demand for, the precious 
metals." 

Since tlie date of that report (1888) the yearly 
production of Gold lias largely increased. It 
may be taken, approximately, at £20,000,000 
sterling in 1888, and as about £00,000,000 in 
1900 while it is little, if anything, under 
£100,000,000 ii\ the present day (1913). Almost 
simultaneously with tliis increase in the produc- 
tion of Gold we have experienced a general rise 
in Prices, a rise in the rates of profit, interest and 
discount, a marked tendency towards a rise in 
wages, and a remarkable diminution in unem- 
ployment. 1 do not assert that all these changes 
arc due solely to the large increase in the pro- 
duction of Gold for there have been other causes 
at work, as there always are, hut I find it impossi- 
ble to believe that, to put it at the lowest, the 
great increase in the production of Gold has not 
been the chief cause of the rise in Prices and of 
wliat are called the prosperous limes which we 
have experienced in recent years. 

To those who hold that the increased pro- 
duction of Gold has had practically no cfTcct on 
Prices, I would put this question. India i.s now 
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taking £20,000,000 of gold yearly ; the Arts are 
believed to absorh as much more. If the yearly 
production of Gold luul remained at £21,000,000, 
as it was in 1 880, would India and the Arts 
absorb £40,000,000 yearly as tliey are now 
doing? How long would they continue to do 
so? And wlmt would be the ultimate eftfect on 
Pviccs? 

The only possible answer is tiiat if the pro- 
duction of Gold had not increased Gold would 
liave become so valuable that neither could 
India have afforded to hoard £20,000,000 yearly, 
nor would an equal amount have been used in 
the Arts. In other words, the general scale of 
Prices must have been so low compared with 
what they now arc tliat India would have been 
prevented from purciiasing £20,000,000 yearly in 
order to hoard it and that the amount of Gold 
used in the Arts would have been reduced. 

It would be impossible for £40,000,000 of 
Gold to be hoarded and used in the Arts every 
year when tlie yearly production is about 
£20,000,000 without causing a great fall in 
Prices, and bringing about in a longer or sliorter 
time tlie total collapse of our Standard of 
Value. The higher Value of Gold (lower 
Prices) would no doubt stimulate the search 
for, and production of, Gold but what effect 
that cause might have in increasing the yearly 
production I am unable to say. 

G 2 
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In liis Essay on " Money," David Hume called 
attention to the prosperity produced by an 
unusual increase in the Quantity of Money. 
Tookc and Newmarch in their History of Ibices 
expressed a simihir opinion wnth regard to tlie 
effects botli of tlie influx of Gold and Silver 
from America in the Fifteenth Centiny and of 
the great discoveries of gold in CHlitbrnia and 
Australia in the middle of the Nineteenth 
Century. In Appendix A will be found the 
opinion of tlie late Francis A. Walker, President 
of the Massacimsetts Institute of Technology 
with quoUitions from the writings of Hume, 
Clievalier, McCulloch and Jevons. Also an 
extract from an address delivered in 1886 by 
J. Shield Nicholson, Professor of Political 
Economy in tlie University of Edinburgh, on 
the " Effect of Great Discoveries of the Precious 
Metals wliich the author lias been kind enough 
to permit me to reproduce, and wliich contains 
quotations from the writings of Tooke and 
Newmarch. 

Having regard to the conclusions to which 
theoretical reasoning leads, to the history of 
the past» to the opinions of the eminent 
Economists to whom I have referred, and to the 
facts of the present day which arc forcitig 
themselves on our attention, I wmnot doubt 
that the supply of Gold has a gi*eat effect on 
Prices, and that a general Rise or Full of Prices 
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has a lYuirked mfliicncc on human welfare and 
progress. 

To any arbitrary or artificial inflation of tlie 
Cin-rency by the action of Governments I am 
•strongly opposed. Sucli measures in tiie present 
-state of the world would be abused and would 
produce greater evils than those tliey were 
intended to cure. Whether it will ever be 
possible to make the Monetary Unit the 
equivalent of a defim'te amount of Purchasing 
Power is a (jucstion which may be discussed 
witli advantage, but for any sucii change the 
world is not prepared at the present time. 

Yet the question of the future Statidaid of 
Value is one of great importance* Up to the 
present date the world has aimed, from time to 
time, at securing tlie most convenient Medium of 
Exchange and the Standard of Value has 
followed as it were by aceidcnt^ With the 
linking together of so many countries by the 
bond of commerce and with so many contracts 
for the payment of Money into which the element 
of time enters, tlie ()uestion of the Sbmdard of 
Value in tlie future will become one of increasing 
importance. With a small Gold basis and a v^ist 

1 Tho plmi of using b«)th Gold and Silvor hh Monoy Rt a Cxeil 
mtio wRs adopted At lowjt 4,000 years ago, but tbo snlo objoot of 
doinf? BO WAS to bring tho two Media of Kxohango into a dofinlto 
roUlion to each otlior in uidor to facilitAl^ traiisactlonn involving 
tho icooifjt f)r pnymonl of Monoy, and thoro n/w m Ulca of findkn^ 
in Mii« way a bet eor atandnrd of value ihaii would bo soourod by 
UBiog eithor Gold or Hilvui- so^Miiately. 
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superstructure of Credit, an increase or ditnimi- 
tion in the Quantity of Money is likely to have 
a gi'cater effect on Prices than it had in the pa^t 
when the basis was both Gold and Silver, and 
such changes in Prices will be extetided more 
rapidly over the civili/ed world owing to the 
greater magnitude and activity of trade and 
commerce. 

As to a remedy for the possible difficulties of 
tiie future I have no proposals to put forward 
and can only suggest a careful consideration of the 
whole subject while tlie question crm be treated 
as an academic one, and before men have taken 
sides in accordance with their interests or 
supposed interests. 

At the present time there is no urgent necessity 
to make any change in the world s Standard of 
Value, and even if the difficulties were greater 
tlmn they are, or are likely to be for some time, I 
doubt if any remedy could be devised which 
would l)e generally accepted, or to which practical 
effect could be given. The practice which 
appears to he growing up of attemptiiig to 
remedy by Legislation the evils thai are due to 
a rise or fall in Prices is full of danger. 

In the future there will, no doubt, be impor- 
tant changes in the yearly supply of Gold as well 
as in the demand for it for various purposes, and 
an examination of the effects of sucli changes in 
supply or demand when they occur will show 
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whether the views which I put forward, and 
which have been previously stated by many 
others whose names must carry weight, are 
sound or not. For my part, I can only say 
that I do not entertain any doubt on the 
subject. 
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Extract froin " International Bimetallism " 
Francis A. Wai-krr 

Formof^ Prc$idtni <^lht AfaMachHseUi fwtitute of Technology 
THE INFI.UENCE OV ^fKTALMC INFLATION 

I ifAvc spoken of the general influence of the 
gi-eat production of gold, after 1850, upon trade, 
industry, and society, as, on the whole, in spite of 
individual cases of hardship, highly bcneticial. 
The tnctallic inHation was most welcome, for it 
occurred at a time when commerce and produc- 
tion had for a long time been suffering from a 
money -supply, either positively decreasing, or, at 
any rate, not keeping up with the world's needs 
in this respect. The age had been one of falling 
prices, with loud complaints cverywliere of 
depression in trade and failure of employment. 
Never did parched ground respond more joyously 
to the first fall of rain after a long drought, than 
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industry and trade responded to the new supplies 
of gold from California and Australia. The 
normiil effects of an inflation of the money- 
supply of the world due to natural causes, and 
not to any purposed action of Government in 
tampering with the standard of deferred pay- 
ments, has been studied by some of the soundest 
and wisest of economists; and the general 
weight of their testimony bears strongly on the 
side of the advantages derived from such a cause. 
A natural metallic inflation carries with it no 
sting of injustice and draws no I'etribution after 
it> for it is due eitlier to the discovery of new 
resources in nature or to improvements in human 
arts. Being, thus, free from the curse which 
attends an increase of paper money designed to 
scale down debts and alter the standard of value, 
such an inflation can be looked at without pre- 
judice. Tlie subject is one susceptible of great 
exaggeration. It is also one which may be treated 
in a small and grudging way, with results as 
distinctly false to life as any that could be due to 
extravagance of view and of statement. The 
truth doubtless lies between the exti^eme claims 
of some who have attributed more than a magical 
and even miraculous virtue to the natural iucvcase 
of the money-supply and the mean and parsi- 
mom'ous admissions of certain economists of tlic 
a priori order. liut I believe that the truth lies 
much nearer the former than the latter line. The 
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weighty argument of David Hume is the first 
whicii should be quoted in any discussion of this 
subject 

"It is certain that, since the discovery of the 
mines in America, industry lias increased in all 
the nations of Europe, except in the possessors 
of th6se mines ; and tliis may be justly ascribed, 
amongst otlicr reasons, to the increase in gold 
and silver. Accorduigly we find that, in every 
kingdom into wliich money begins to flow in 
gi-cater abimdancc than formerly, cvcrytliing 
takes a new face; labour and industry gain 
life ; tlie mercliant becomes inore enterprising, 
the manufacturer more diligent and skilful, and 
even the farmer follows his plough with gi^eater 
alacrity and attention. . . . To account, tlicn, 
for tliis plienomenon, we must consider that, 
though the high price of commodities be a 
necessary consequence of the increase of gold 
and silver, yet it follows not immediately upon 
that increase, but some time is required before 
the money circulates through the whole state 
and makes its eflfects to be felt on all ranks of 
people- At first no alteration is perceived ; by 
degrees the price rises, fii^st of one commodity 
and the!i of another, till the whole at last reaches 
a just proportion with the new quantity of specie 
winch is in tlic kingdom. In my opinion it is 
only in this interval, or intermediate situation, 
between the acquisition of money and rise of 
prices that the iiicreasing quantity of gold and 
silver is favourable to industry. When any 
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quantity of money is importec] into a nation, 
it is !iot at first dispersed into tnany hands, IniL 
iii confined to the coffers of a few persons, who 
imniedintely seek to einpk)y it to udvantagc. • . . 
It is easy to trace the money in its progress 
through the whole coiriinonwcaltli, wliere we 
slmll imd tliat it must first quicken the diligence 
of every individual before it increases the price of 
labour/*— (Essay on Money.) 

In the foregoing remarks, Hume undcrsUiLcs 
the advanUiges of a metallic infiatio]). In ad- 
dition to all which he alleges, there is the 
important consideration of the effect of sucli a 
cause upon the burden of existing indebtedness, 
both public and private. The world is always in 
bonds to the generations that have preceded. 
J'he industry, the activity, the enterprise, of the 
generation upon the stage are heavily weighted 
by obligations to the past These obligations 
caiuiot be repudiated, tliey cjinnot be inten- 
tio!willy liglitened by net of government under 
impulse from the debtor class, without social 
and economic retributions which will produce 
a mischief far outweighing any benefits which 
may he in view in such ill-advised measures. 
Rut when this effect, in no revolutionary 
degree, is brought about by natural means, 
I believe it to be wholly bencHcial. That 
the great silver discoveries of the sixteenth and 
seventeenth centuries, diminishing the weight of 
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feudal burdens, cutting down the effective 
revenues of existing dynasties and redijcing the 
\veigl)t of obligations derived from the past, ))ad 
un influence, wholly in addition to that men- 
tioned by Hume, not oidy in extendi!ig 
commercial activity, but in liftuig society and 
industry up to a new and higher plane, seems 
beyond question. To show that this \ncw is not 
without the support of recognized econonn'c 
authority, I quote the language of M, Chc\'<ilier, 
the first of Frcncl) Eco)}Oinists, and of J. 
MeCulloch, one of the most conservative of the 
English School 

M. Chevalier says : " Such a change will 
benefit those who li\'e by current labour ; it will 
injure those who live upon the fruits of past 
labour, whether thcLi* father s or their own. In 
this it will work in the same direction with most 
of the developnriejUs M'hicli are brought about by 
that great law of civilization to winch we give 
the noble Jiamc of progress/' Mr. McCuUoch 
has perhaps taken even stronger ground. He 
declares that, " while, like a fall of raii\ after a 
long course of dry weather, it may be prejudicial to 
certain classes, it is beneficial to an incomparably 
greater number, including all who arc actively 
engaged in industrial pursuits, and is, speaking 
generally, of gient public or national advan- 
tage." With reference to this statement of Mr. 
McCulIoch, Professor Jevons (18($0) remarks 
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[Invesiigaiiou!^ in Currcna/ and Finance): "I 
CiumoL l)uL agree with iMr. McCuUocii that 
putting out of sight individual cases of hardsliip, 
if such exist, a fall in the value of gold nuist 
have, and, I should say, has had already, a most 
powerfully beneficial efiect. It loosens ti^e 
country, as nothing else could, from its old bands 
of debt und habit. It throws increased rewards 
before all who arc making and acquiring wcaltli, 
somewhat at the expense of tliose who arc 
enjoying acquired wealth. It excites the active 
and skillul classes of the community to new 
exertions." 


II 


lixtmcl from The Effects of Great Discovcriea 
of the Prechm Metals''^ 

J. Shield Nicholson, Sc.D., LL.l). 

Profiiaor x^f PoiUirnl ICcommy in (he U^tiv^v.^Uy ^ BdiuhUi'(fh 

Im the sixteenth century, the new supplies of 
tlie precious metals were obtamed fi'oni Spain, 
through her discjoverics and military successes in 
America, and were largely squandered in ambi- 
tious political schemes in Europe ; but in the 
natural course of things, tliey soon found their 
way into the great clmnnels of trade. 

At that time, the Netherlands held the com- 
mercial supremacy of the world, and Antwerp 
was the Queen of the Netherlands. It was almost 
entirely by trade that tlie Dutch amassed their 
wealth. The celebrated description of Holland, 
written about the middle of tlie seventeenth cen- 
tiny, is equally true of the sixteenth. Never 
any couiitry traded so much and consumed so 
little ; they buy infinitely, but it is to sell again. 
... In short, tliey furnish infinite luxury which 
they never practise, and traffic in pleasures they 
never taste." It was, then, through the great 
cities of the Netherlands, with tlieir wide-spread- 

* Reprinted in Money md Monetary PrMevus, 
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ing trade connections, that tlic treasures of Mexico 
and Peru were diffused over the world, iind no 
one is surprised to hear that Antwerp was the 
dearest City in Europe. 

It would, liowever, be a great mistake to sup- 
pose tliat, even in the sixteenth century, wheji 
credit was comparatively, and, according to our 
notions, quite undeveloped, this distribution of 
the new suppHcs of tlie precious inetals took 
place, without any other noticeable result than a 
general rise in prices, accompanied by a natural 
increase in production. It is easy to speak of a 
general rise in prices, and of the gradual extension 
of this rise, but when we descend to details and 
concrete facts, there is no more difficult problem 
than to measure such a general rise, and to ac- 
count for lUc failure to respond ii^ particular 
localities and particular commodities. General 
prices ai-e made up of particular prices, and the 
relative prices of particular commodities are in- 
fluenced by a variety of causes which operate on 
the demand and supply. 

In the sixteenth century wc find, at the very 
time when England was beginning to feel the 
effects of the new treasure, that all the connno- 
dities of Greece, Syria, Egypt, and India, were 
obtained much cheaper than formerly — presum- 
ably owing to the fact that, by a direct trade 
through Turkey, the charges of the Venetian 
carrier were dispensed wtli. 
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At the same lime, too, if wc refer to coiitem- 
porury writers on tlie socinl state of England, 
and to the statutes passed l^y paternal govern- 
mciiLs to remedy disorders By-frantic endeavours 
to suppress the symptoms, we fiud side by side, 
coiTiplairits of the decay of certain places nm\ in- 
dustries, and dismay at wliat seems the unnatural 
and dangerous growth of others. 

We find that careful ai\d prudent monarch, 
Queen Rlizahclli, aided by still more careful and 
prudent counsellors, issuing regulations, on the 
one hand, to check the growth of London by 
actually prohibiting new buildings, and on the 
other hand, by granting privileges and monopolies 
to other towns, to restore their former prosperity, 
As with places and commodities, so it is witl^ 
classes — some are prosperous beyond measure, 
others swfier severely. In the famous dialogue 
of William Stafford, the knigiit asks of the 
doctor, What sorte is that which yee said 
siiould Imve greater lossc hereby, than these men 
had profit ? " And the reply shows for the time 
a singular grasp of economic principles. It is 
all noblemen, gentlemen or others, that live either 
by a stitited rent or stypcnd. . . . Therefore 
gentleman doe study so mucii the increase of 
their lands and enhaunsing of their rents, ai\d to 
take fearmes and partners to their own use, as 
yee see they doe ; and all to seeke to maintain 
their countenances as tlicir predecessors did, and 
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yet they came shorte tlierein. . . . The other 
sortc be even serving men and men of warre, 
that liaving but tlieir olde and stinted wages, can- 
not finde therewith as they might albretime with- 
out rauin or spoilc/* 

It was peculiarly difficult for the people of 
that time to estimate tl\e force of discoveries of 
the precious metals ; for, apart from currency 
causes, influences were at work which were 
effecUng great changes in relative prices, and, 
consequently in production. Even before the 
mines of Potosi were discovered, English wool 
had begun to rise in value, owing to foreign 
demands; and, as a consequence, great slieep- 
walks were taking tlic place of tUlage, and the 
outcry against sheep was as loud and bitter as 
in the present century in Scotland. 

No doubt, however, wool being easily carried, 
compared with other forms of agi'ictdtural pro- 
duce, felt the influence of tiie new money most 
quickly and most effectively. But apart from 
these and similar causes of variations i?i value, a 
general rise in nomuial prices liad occurred, owing 
to the debasement of the coinage by Henry V H I. 
and iiis son. Tlic effects of this del)asenient were 
too obvious to be overlooked, and it was natural 
for people to expect that, as tlie abuse was 
remedied, us it speedily was, by Queen Elizabeth, 
prices would be restored to tlieir former level. 
As it liappened, however, the new supplies of 
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silver reached this country in effective amounts 
just as tlic coinage was reformed, and consequently 
prices did not fall. 

Hcfore passing from the sixteentl^ century, let 
nie resume in a few words the general effects of 
tlic discoveries. 

By^a curious coincidence, they were made just 
at the time when the civilised world was breaking 
t))roug)) its mediaeval fetters. The discovery of 
the j)ew M'orld h«id giA-ej) a great stimulus to 
venturous trading, and tlie maritime nations were 
vying with one another in tlicir zeal for appro- 
priating new Innds and new treasures ; the Cliurch 
of Rome, whicl\ had weighed down individual 
freedom, not merely in matters of speculative 
theology, or astronomy, but equally in what we 
are accustomed to consider matters of practical 
business, which taught that everything in the 
form of speculative trade partook of the nature 
of the deadly sin of usury, wliich, with its swarms 
of dependent paupers, was the most gigantic 
einhodiment of the unproductive consumer the 
world has ever seen, was compelled to relax 
its hold. The old industrial guilds, wlucli had 
threatened to entail tlie trade of the nation, as 
ll)e nobility liad enUiled the land, in a few 
families, and had become, in tlie words of Bacon, 
fraternities in evil, found, on the one hand, that 
the craftsmen were fleeing into the eoimtry, and 
to tlie towns not oppressed with guild regulations, 
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and on the other hand that the Government, in 
the interests of the general pubhc, was deter- 
mined to curtail their privileges, and, in its own 
interest, to confiscate their wealth. Tlie gnilds, 
like the clnn-eh, were diseovcring tliat tlie}' must 
yield to mdustvia! freedom and competition ; 
even Queen Elizabctii, iu spite of her strong 
will, had at last to ^ive way in the matter 
of monopoh'es. In the country, no less than 
it) the towns, good old customs, which had 
long since begun to corrupt the world, such as 
slovenly cultivation in common of old crops and 
old weeds by old methods, ^vcre beginning to 
yield to imUvidual enterprise, involving, it is 
true, mucli liardsliip and social discomfort, but 
preparing the way for givnng Britain tlie lead in 
agriculture ; in short, fi'oni whatever point it is 
regarded, the sixteenth century sliowcd signs of 
the breaking up of an old system, whicli rested 
on law, custom and superstition, and the appear- 
ance ill its place, of the begiiUMng of ovn- modern 
world, with its freedom of contracts, and freedom 
of competitions. The mcdiii»val edifice ivQH full 
of cracks and seams, and the new treasure may 
be compared to vilhiinous saltpetre, which, find- 
ing its way into these cracks, regardless of all 
respect to antiquity, tuuibled down huge frag- 
ments and made the whole stnicture totter. I 
trust you will not think this metaphor exag- 
gerated, but we are so much accustomed to hear 
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money spoken of iis so many counters— so many 
units of measurement, that it seems desirable 
sometimes to point out that money governs 
prices, and that great movements in i)ricc.s 
operate in a convulsive, partial, spasnuxlic 
manner, on the interests of various classes, and 
the stability of various social institutions ; lluit 
all the production, distribution, and exchiu^gc 
of wealth, rests on prices — the price of land, the 
price of capital, the price of labour — that, 
wlictlier we like it or not, tlie great mass of 
the nation is most intensely interested in the 
acquisition and consumption of wealth ; «nd, 
accordingly, wlien any great revolution occurs 
in prices, wc arc likely to find the most appro- 
priate ilhislrations of the eflfects of money, not 
in children's games of cards* or in the abstrac- 
tions of the pure mathematician, but in the great 
forces of nature or art — in earthquakes, tidal 
waves or gunpowder. Not that I mean to 
imply that the effects of the discoveries in the 
sixteenth century were disastrous. On the 
contrary, there seems to me no reasonable 
doubt, that if the stock of the precious melnls 
had not been incrc:uied, simultaneously with the 
opening up of new routes to the East and the 
West, and the growth of individual enterprise, 
the progress which took place would have been 
impossible. The metaphors I suggested were 
intended only to convey an idea of the enormous 
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power of moneUiry clwnges ; and that in this 
Ciiso the disturbance was beneficial, we luivc 
tlic autliority of the Historij of Prices by Tooke 
and Ncwmarch— tlic most laborious and judicial 
work on the historiual side of Political Economy 
ever written. It is there asserted, tliat "wc 
have the fullest warrant for concUiding thi)t any 
partial inconvenience that might arise from the 
effect of the Americaii supplies of tlic sixteenth 
century in raising prices was compensated and 
repaid a hundredfold by the aclivily, the ex- 
pansion and vigour which they impressed for 
more tlwm one generation upon every ehtcrprise, 
and every act wliich dignifies human life, or 
increases human imppiness.*' 

Coming now to the discoveries of the present 
century — in California in 1848, and Australia in 
1851— it is interestiiig to ol>scrve that, just as 
was the case three centuries before, this >yas a 
period of great industrial and social changes, and 
1 catmot do better than again quote from the 
authors of the HisLory of Prices, some weighty 
remarks on the period bctw»cen 18+8 -1850. 

The rapid increase in railways in every part 
of the world; the improvements in the naviga- 
tion and speed of ships : the rapid spread of 
population into new and fertile regions ; the 
(piick succession of imporUuit discov^eries in 
practical science; and the ceaseless activity 
with which they arc applied to increase the 
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efBciency of all meclianical appliances ; ajid 
perhaps, more powerful than all, the setting free 
of tl\e enterprise, the industry, and the ingenuity 
of some of the leading connncreiul states, by the 
adoption, more or less complcLely, of prineiples 
of Free Trade ; are alJ causes which, sing]}/ and 
eonjointly, have assisted to accelerate tlie rate of 
progress (but with all tins), the influence of the 
?iew supplies of gold, ycai' by year, has probably 
been that particular cause, or train of causes, 
which has modified in the most powerful degree 
the economical and commercial history of the 
last nine years." 

The principle of the inHuetice is precisely the 
.same as iji Die earlier period, but the initial stages 
are diflcrent. 

In the sixteenth century silver was obtained by 
the Spaniards' through p](nidering and slaughter- 
ing the unfortunate natives whose lands they had 
occupied, with the osLensihle pui'pose of spreading 
the truths of Clu'istianity ; it was spread over 
Europe first of all in payment of further 
ambitious projects, and it w^ts not till in the 
course of trade it reached the Dutch that its 
full c/lccts on cojnmerce began to be noticed. 

In the nineteenth century, on the other hand, 
from the outset, commercial influences alone 
determined the acquisition and distributioti of tfie 
precious metals, Tlie whole of tlie complicated 
processes by which the new gold was distributed 
over the worki, may be explained by one simple 
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principle. Tl\e distribution took place in the 
precise proportion in which the extended demand 
for coniinoditics, wluch originally proceeded from 
tlic labourers who picked up the gold, set in 
motion increased numbers of labourers and in- 
creased amounts of capital to supply first the 
^s'anls of the gold countries, and, secondly, tl\e 
wants of tliose who traded with these countriies. 

.'i'ime will not permit me to point out in detail 
the way in which the great development win'ch 
had taken place in banking and credit generally, 
increased both the rapidity and the degree of the 
inHuence of the new gold ; it is enough to inaisl 
on tlie main j*esult, and that is — not that the 
game of commerce was now played for higher 
nominal stakes—for more yellow tokens— hut 
that the whole industiy of the civilized world was 
quickened with new life, and that the production 
and consumption of all kijids of real wealth were 
stimulated. A rise in prices certainly occiuTed, 
but the rise was not in many cases in proportion 
to tl)e increase in the quantity of the piecious 
metals, and it did not merely mean the profit of 
debtors at the expense of creditors. The new 
golfl was used 7tot simply to circulate the same 
amount of wealth at higher figures, and play the 
game of trade witli more coimters, but to circu- 
late more wealth— at higher prices, it is true, but 
for all that, a greater quantity of real wealth. 


